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(4)  to  help  all  Americans  understand  the  work  of  these 
cooperatives . 
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COOPERATIVE  BARGAINING  —  SELECTIONS  FROM  THE  PROCEEDINGS  OF 
THE  NATIONAL  CONFERENCES  OF  AGRICULTURAL  BARGAINING  COOPERATIVES 

Compiled  by  James  B.  Roof 
Crops  Division 


Increasing  interest  in  bargaining  by  agricultural  cooperatives  is 
expressed  each  year  at  the  National  Conferences  of  Bargaining 
Cooperatives.   Through  the  years,  the  Proceedings  from  the  conferences 
have  grown  into  a  storehouse  of  information  on  agricultural  bargaining, 
Most  of  the  contributions  are  from  cooperatives'  members  and  staff 
employees  who  are  actively  engaged  in  bargaining. 

This  publication  contains  selected  articles  on  bargaining  from  the 
proceedings  of  the  first  14  conferences.   The  material  is  divided 
into  sections  on  legal,  theory,  organization,  experiences,  and 
outlook.   They  are  presented  for  their  educational  value  and 
special  relevancy  for  bargaining  cooperatives  in  the  1970' s. 

The  views  expressed  are  those  of  the  authors  and  do  not  necessarily 
reflect  policies  of  the  U.  S.  Department  of  Agriculture. 


I  —  THEORY 

RE-EXAMINING  THE  CONCEPT  OF  BARGAINING  ASSOCIATIONS 

by 

Leon  Garoian 
Fifth  Conference  Proceedings,  1961 


ECONOMIC  POSSIBILITIES  AND  LIMITATIONS  OF  COOPERATIVE 
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by 
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THE  PLACE  OF  BARGAINING  IN  AMERICAN  AGRICULTURE 

by 

George  E.  Brandow 
Thirteenth  Conference  Proceedings,  1969 
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A 


RE-EXAMINING  THE  CONCEPT  OF  BARGAINING  ASSOCIATIONS 

Leon  Garoian,  Secretary 
Agricultural  Cooperative  Council  of  Oregon 
Corvallis,  Oregc 


Farmers'  bargaining  associations  have  come  a  long  way.   They  were  set 
up  to  obtain  improved  prices  and  contract  terms  which  affect  farmers' 
incomeSo   Their  growth  in  number  suggests  some  degree  of  success  in 
achieving  their  objectives., 

Because  of  current  interest  in  farmer  bargaining  power,  it  seems 
appropriate  to  re-examine  the  concepts  of  bargaining  associations 
under  present  economic  conditions. 

I  shall  give  attention  to  several  factors  which  relate  to  the  basic 
concept  of  bargaining.   These  include  (1)  the  objectives  of  bargaining 
associations,  (2)  expansion  of  production  by  farmers,  (3)  economic 
motives  for  processor  acreage,  (4)  changes  in  market  structure  which 
affect  market  relations  between  processors  and  retailers,  and  (5)  effects 
of  differences  in  demand  between  farm  products  and  convenience 
services. 

Objectives  of  Bargaining  Associations 

Bargaining  associations  seek  to  increase  members'  incomes  from 
farming  by  negotiating  price  and  contract  terms  which  affect  farmers' 
income.   Leaders  of  bargaining  associations  express  this  in  various 
ways.   Proceedings  from  the  first  conference  of  this  group,  held  in 
1957  in  Chicago,  suggest  that  one  criterion  guiding  bargaining  associa- 
tions' activities  is  the  concept  of  equity  between  the  grower  and 
processor.   Consider  this  statement:   "In  a  profit  system,  the 
grower  is  as  much  entitled  to  earn  a  profit  as  the  processor  to  whom 
he  sells. " 

In  other  places,  I  find  the  aim  of  bargaining  associations  is  directed 
to  returning  the  "highest  possible  price"  to  members.   Others 
qualified  this  aim  by  adding  the  phrase,  "consistent  with  current 
economic  conditions, " 

The  manager  of  a  leading  bargaining  association  has  stated  that  the 
pricing  policy  of  his  association  under  present  circumstances  is  not 
designed  to  return  the  highest  possible  price  attainable,  largely 
because  growers  are  willing  to  produce  the  crop  at  lower  prices. 
That  is,  even  at  less  than  optimum  prices  economically  feasible, 
growers  are  willing  to  plant  more  of  the  crop  because  it  is  a  better 
alternative  than  most  other  farm  enterprises. 


Supply  Response  to  Performance 

Regardless  of  the  terms  used,  my  conclusion  is  that  bargaining  asso- 
ciations strive  to  increase  the  income  of  farmers  from  farming. 
In  the  quest  for  this  objective,  they  seem  to  encounter  side  effects, 
largely  from  increased  supplies. 

Normally  economists  say  the  farmers'  supply  curve  is  such  that  addi- 
tional acreage  will  be  brought  forth  only  at  higher  prices  for  the 
crop.   Now  we  find  that  growers  of  some  crops  are  willing  to  grow 
more  acreage  with  the  expectation  that  current  prices  will  hold  into 
the  future.   In  a  sense,  efficiently  operated  bargaining  associations 
tend  to  give  some  sort  of  "income  insurance"  to  members,  which  makes 
them  responsive  to  current  prices. 

What  is  the  significance  of  this  to  bargaining  cooperatives?   It 
points  out  the  inherent  supply  response  from  existing  producers  of 
the  crop  who  expand  acreage.   It  also  suggests  additional  supplies  will 
result  from  new  producers  who  will  be  drawn  into  the  industry,  as  the 
relative  profit  relationships  between  alternative  crops  change  due  to 
success  in  achieving  the  pricing  policies  of  the  bargaining  associa- 
tions. 

We  then  arrive  at  the  paradox  of  which  many  of  you  are  aware:   The 
more  effectively  the  bargaining  association  can  increase  the  income 
of  producers  relative  to  other  crops,  the  greater  is  the  supply  which 
producers  are  willing  to  produce.   The  result  is  a  downward  pressure 
on  price. 

Experience  in  western  tree  fruit  producing  areas  suggests  bargaining 
associations  look  with  warm  affection  under  such  circumstances  to 
institutional  arrangements  which  aid  the  industry  to  regulate  supplies 
reaching  markets.   Market  orders  are  often  supported  wholeheartedly 
by  bargaining  associations  to  reduce  effective  supplies.   But  market 
orders  themselves,  if  effective,  may  bring  about  the  same  supply 
response  as  bargaining  associations,  since  the  objective  of  market 
orders  is  also  to  enhance  returns  --or  protect  incomes  --  of  farmers. 

Processor  Acreage 

And  carrying  the  question  of  supply  responses  further,  at  what  price 
will  processors  themselves  enter  into  the  production  of  the  crop? 
We  can  rephrase  the  question,  "Is  there  a  tendency  for  processors 
to  go  into  farming  as  bargaining  associations  increase  raw  product 
prices?" 

At  the  outset,  let's  recognize  some  processors  are  currently  engaged 
in  farming  to  some  extent.   But  I  know  of  no  empirical  evidence  to 
support  the  idea  that  processor  activities  in  farming  are  the  direct 
result  of  effective  bargaining  associations. 


About  10  percent  of  the  cling  peaches,  and  25  to  30  percent  of  the 
asparagus  in  California  are  grown  by  processors.!/ 

With  sweet  corn  grown  for  processing  in  1955,  5  to  6  percent  of  the 
Ohio  and  Indiana  acreage,  and  22  percent  of  the  Wisconsin  acreage 
were  grown  by  processors,  and  the  practice  varied  among  processors.  2^' 

Mueller  and  Collins  report  some  processors  grow  a  large  part  (and 
occasionally  all)  of  their  own  raw  product.   But  the  great  bulk  does 
not  because  there  are  important  technical  diseconomies  of  integration 
through  ownership.  3./ 

Lacking  empirical  evidence  to  support  the  notion  that  processor  grown 
acreage  tends  to  increase  in  proportion  to  the  success  of  bargaining 
associations  in  raising  raw  product  price,  let's  turn  to  economic 
theory  for  insights  on  motives  for  vertical  integration  by  processors 
back  into  production. 

We  can  eliminate  technological  reasons  for  the  processor  integration 
into  farming,  because  input-output  relationships  in  processing,  which 
affect  costs,  are  not  so  closely  related  as  in  industry  such  as  steel 
manufacturing. 

We  turn,  then,  to  market  conditions  such  as  uncertainty,  of  which  there 
are  many  types.   Uncertainty  of  supplies  can  readily  be  eliminated  as 
a  current  cause  of  processor  integration  into  farming,  based  on  the 
willingness  of  farmers  to  produce  most  processing  crops  in  ample  supply. ft' 
But  when  price  aspects  are  taken  into  consideration  as  a  joint 
variable  with  supply  uncertainty,  we  find  an  economic  motive  for 
processor  integration  into  farming. 


!_/  Bunje,  Ralph,  Proceedings  of  Third  National  Conference  of  Fruit  and 

Vegetable  Bargaining  Cooperatives,  Farmer  Cooperative  Service,  U.  S. 

Dept.  of  Agr. ,  p.  17. 

2J   University  of  Wisconsin,  Marketing  Midwest  Sweet  Corn,  N.  Cen.  Reg. 

Pub.  86,  April  1958.  p. 5. 

_3/  Mueller,  Willard  F.  and  Collins,  Norman  R.  ,  Grower-Processor 

Integration  in  Fruit  and  Vegetable  Marketing  Jour,  of  Farm  Econ.  36 

(5)  pp.  1471-1483,  1957. 

4/  However,  in  specific  situations,  uncertainty  of  supplies  may  be  the 

main  motive  for  processor  integration  into  farming.   The  pear  industry 

in  Oregon  and  the  potato  processing  industry  in  Idaho  are  examples. 

Generally,  however,  processors  will  use  long-term  contracts,  and 

financial  incentives  to  bring  about  adequate  production  from  farmers. 


For  example,  some  Wisconsin  canners  grow  early  and  late  corn  on  their 
own  or  leased  land,  while  depending  upon  farmers  to  produce  corn 
during  the  regular  season.   These  canners  do  so  because  they  face  a 
supply  function  that  is  less  than  perfectly  elastic  during  certain 
supply  periods  --  in  this  case  early  and  late  in  the  season  when 
there  exist  crop  uncertainties  due  to  weather.   Under  such  condi- 
tions, processors  are  willing  to  assume  risks  involved  rather  than 
to  pay  farmers  a  higher  price  to  grow  the  crop  during  risky  periods. 

To  induce  farmers  to  grow  this  risky  acreage,  the  processor  would 
need  to  compensate  farmers  for  assuming  the  risks,  with  the  direct 
possibility  that  the  higher  price  would  need  to  prevail  for  acreage 
grown  during  the  regular  season.   This  would  raise  raw  product  prices 
on  the  canners'  total  pack.   Therefore,  the  processor  can  afford  to 
grow  a  portion  of  his  requirements,  often  less  efficiently  than  a 
farmer.   By  growing  a  part  of  his  raw  product  requirements,  the  processor, 
during  periods  of  excess  ;supply  can  continue  to  process  raw  product  from 
his  own  production,  and  pass  on  to  farmers  the  burden  of  excess  production 
through  "skipped"  acreage. 

These  motives  for  integration  are  present  regardless  of  the  existence 
of  effective  bargaining  associations.   However,  if  through  effective 
negotiations,  a  bargaining  association  is  able  to  increase  returns 
from  farming,  we  can  expect  processors  to  consider  alternatives  for 
the  use  of  capital.   When  returns  from  farming  are  high  and  prospects 
for  continued  high  returns  exist,  processors  may  find  the  alternative 
of  farming  a  better  source  of  income,  particularly  when  excess  pro- 
cessing plant  capacity  exists. 

After  studying  integration  by  the  retail  food  industry,  Meuller  and 
Garoian  concluded  that  integration  into  food  processing  has  occurred 
in  industries  with  high  concentration.—'   In  such  industries,  there 
exist  strong  barriers  to  entry  from  product  differentiation  and  high 
capital  requirements.   Under  such  conditions,  there  exist  high  profits 
relative  to  less  concentrated  industries. 

Businessmen,  then  consider  alternative  opportunities  for  investment 
in  industries  with  high  return  on  investments  --  and  farming  cannot 
be  eliminated  when  this  position  is  achieved.   However,  profits  of 
canning  companies  as  a  percentage  of  stockholders'  equity  averaged 
8.5  percent  before  taxes  from  1950-58.-'   Profits  to  farmers  in 


5_/  See  Meuller,  Willard  F.  and  Garoian,  Leon,  Changes  in  the  Market 
Structure  of  Grocery  Retailing,  1940-58,  Res.  Rep.  5,  Agr.  Exp.  St a. 
Univ.  of  Wis.,  April  1960.   This  report  summarizes  the  findings  of  a 
study  published  as  a  book  with  the  same  title  by  the  University  of 
Wisconsin  Press. 

6_/  Agricultural  Marketing  Service,  Calculated  from  Table  7,  The 
Marketing  and  Transportation  Situation,  U.  S.  Dept.  of  Agr.,  July  1960, 
p.  16. 


1959  before  taxes  were  about  7  percent  on  equity,  a  figure  which  in- 
cludes the  value  of  the  farmers'  own  labor.   This  suggests  returns  from 
farming  in  the  aggregate  must  improve  before  processors  will  become 
active  farming  competitors  with  farmers.   For  specific  crops,  however, 
returns  on  investment  may  be  closer  to  that  of  processing. 

Let's  turn  our  attention,  briefly,  to  changes  in  market  structure  in 
the  food  industry  which  affect  bargaining  associations. 

Concentration  in  the  Food  Industry 

Food  processing  and  food  retailing  are  both  more  highly  concentrated 
than  is  farming.   The  20  largest  canning  companies  accounted  for  63 
percent  of  the  value  of  shipments  of  canned  fruit  and  47  percent  of 
the  canned  vegetables  in  1954.   The  frozen  vegetable  industry  was  even 
more  concentrated.   The  20  largest  freezers  together  accounted  for  78 
percent  of  the  value  of  shipments  in  1954.— 

In  terms  of  marketing  activities  of  these  firms,  economic  theory  suggests 
that  large  sellers  have  some  important  degree  of  discretion  over  selling 
policies. 

Before  turning  attention  to  implications  of  changes  in  market  structure 
of  processing  industries  on  procurement  practices  affecting  farmers, 
let's  give  consideration  to  the  relationship  between  processors  and 
their  customers,  the  grocery  industry.   This  is  necessary  to  understand 
the  relative  bargaining  position  of  these  two  industries. 

Changes  in  Structure  of  Grocery  Retailing 

By  some  measures,  grocery  retailing  remains  an  industry  of  large  numbers, 
despite  a  continued  decline  in  store  numbers  since  1940.   There  still 
remained  about  200,000  grocery  retailing  firms  in  1954. 

Concentration,  however,  has  certainly  increased  in  grocery  retailing 
regardless  of  the  measures  used  or  the  markets  considered.—   In  terms 
of  total  sales,  chains  accounted  for  37.4  percent  of  total  grocery 
sales  in  1940,  while  in  1958  they  enioyed  43  percent.   This  volume  was 
accounted  for  by  790  corporate  chains  operating  less  than  8  percent  of 
all  grocery  stores. 

The  20  largest  chains  accounted  for  32  percent  of  total  grocery  sales 
in  1954,  and  35.6  percent  in  1958.^ 


IJ   U.  S.  Senate,  Concentration  in  American  Industry,  85th  Congress, 

First  Session.   Table  37,  pp.  41-42, 

8/  See  Mueller  and  Garoian  (footnote  5)  for  an  analysis  of  changes  in 

the  market  structure  of  grocery  retailing. 

9/  See  footnote  5. 


Concentration  of  grocery  sales  at  the  national  level  is  an  important 
structural  criteria  which  indicates  the  relative  absolute  size  of  firms, 
and  is  important  in  considering  the  competitive  relationships  between 
retailers  and  their  suppliers  which  sell  in  a  national  market.   This, 
then,  has  important  significance  to  farmers  and  their  bargaining 
associations. 

Relative  Market  Power  of  Retailers  and  Processors 

If  we  consider  only  the  market  concentration  variable  which  I  have  just 
discussed,  economic  theory  suggests  that  manufacturers  have  significantly 
greater  bargaining  power  in  selling  than  retailers  have  in  buying. 
Thus,  economic  theory  would  suggest  that  farmers  should  continue  to 
realize  benefits  in  transfers  of  income  through  negotiation  with 
processors.   This  conclusion  requires  modification,  however,  because  of 
other  market  structure  variables  which  alter  the  relationships  between 
retailers  and  food  manufacturers  --  notably  integration  into  food 
manufacturing  by  retailers. 

Retailers  have  done  so  in  two  ways:   (1)  Through  actual  operation  of 
manufacturing  plants,  which  allows  them  to  share  in  high  profits  in 
certain  industries;  and  (2)  through  development  of  retailers'  labels. 

It  is  the  conclusion  of  Mueller  and  Garoian  that  retailers  are  able  to 
improve  their  market  position  in  relation  to  their  suppliers,  beyond 
that  suggested  by  market  concentration,  because  of  the  increasing  ease 
with  which  grocery  retailers  can  integrate  into  grocery  manufacturing, 
and  their  ability  to  develop  their  own  brands. 

These  factors  are  important,  because  product  differentiation  is  probably 
the  greatest  source  of  market  power  for  manufacturers.   The  ability 
of  grocery  retailers  to  neutralize  the  market  power  of  food  manufacturers 
through  product  differentiation  has  caused  the  more  highly  concentrated 
processing  industries  to  perform  more  competitively  than  they  would  be 
expected  to,  based  on  market  concentration  criteria  alone.   As  a  result, 
profits  in  some  food  processing  industries  have  declined  since  prewar 
and  postwar  years. 

Reductions  in  profits  of  food  processors  suggest  limits  on  the  amount  of 
income  farmers  may  expect  to  transfer  from  processors  through  bargaining, 
because  the  bargaining  relationship  between  the  two  groups  is  a  "derived 
bargaining"  relationship. 

Market  Power  Relations  Between  Processors  and  Farmers 

The  conclusions  on  relative  power  relationships  between  processors  and 
grocery  retailers  are  relevant  because  they  reveal  the  sources  and 
location  of  market  power  in  the  marketing  system  beyond  the  farm  level. 
My  conclusion  is  the  "shift  in  balance"  of  market  power  to  retailers 
bears  significant  consequences  to  bargaining  associations. 


On  the  other  hand,  concentration  of  the  processing  industries,  coupled 
with  spatial  separation  of  plants,  often  give  processors  some  discretion 
over  procurement  policies  with  farmers.   And  as  the  industry  becomes 
more  concentrated,  to  the  point  where  the  procurement  policies  of  one 
company  affect  another,  economic  theory  suggests  a  tendency  for  non- 
price  competition  to  increase  --  such  things  as  group  health,  and  life 
insurance,  free  soil  testing,  credit,  and  the  like,  rather  than  active 
price  competition.   Under  such  conditions,  strong  farmer  bargaining 
associations  should  be  effective  in  bringing  about  equitable  terms  for 
farmers. 

Differences  in  Demand  for  Farm  Products  and  Services 

Still  another  variable  needs  to  be  considered  in  this  analysis  --  that 
of  the  differences  in  demand  for  food  products  sold  at  retail  and  the 
derived  demand  for  the  products  at  the  farm.   At  one  time  the  demands 
for  products  at  the  farm  and  in  the  store  were  more  similar  than  they 
are  today.   But  in  our  improving  economy,  with  higher  incomes  and  other 
changes,  the  demand  has  increased  for  services  more  than  it  has  for  the 
farm  products  themselves. 

The  terms  elastic  and  inelastic  are  terms  fairly  well  understood  by 
farm  leaders.   Demand  elasticity  is  a  concept  which  measures  the 
relative  changes  of  quantities  purchased  to  relative  changes  in  price. 
Many  farmers  are  aware  that  the  demand  for  food  is  quite  inelastic 
in  the  aggregate.   This  means  that  quantities  taken  off  the  market  do 
not  vary  proportionately  with  changes  in  price. 

On  the  other  hand,  demand  for  services  added  to  food,  such  as  with 
processed  foods,  has  greater  elasticity.   Quantities  of  services  de- 
manded are  more  responsive  to  price  changes.   And  the  demand  for  services 
added  to  foods  has  increased  about  five  times  as  much  in  recent  years 
when  compared  with  demand  for  food. 

Unlike  processing  cooperatives,  bargaining  associations  function  within 
the  sphere  of  the  derived  demand  for  the  commodity  being  negotiated, 
since  negotiations  are  held  between  the  association  and  the  processing 
level.   The  processor's  demand  curve  is  different  from  that  of  the 
wholesaler's  or  retailer's  --  it  is  more  inelastic  in  the  relevent  ranges. 

For  farmers  who  are  content  with  results  obtained  through  this  level  of 
negotiation,  this  sphere  of  influence  is  the  only  one  relevant.   And 
for  some  farmers,  there  is  no  alternative. 

On  the  other  hand,  processing  cooperatives,  being  further  integrated 
vertically,  are  able  to  function  within  the  sphere  of  primary  demands, 
thereby  returning  to  their  members  what  benefits  accrue  from  vertical 
integration  at  these  levels.   Thus,  they  have  the  opportunity  of  return- 
ing to  their  members  not  only  the  market  price,  but  also  the  margins 
which  can  be  earned  from  processing. 

8 


The  difference  in  demand  for  services  compared  to  that  for  farm  products 
suggests  farmers  will  continue  to  look  closely  at  the  opportunity  of 
supplying  more  services.   But  they  will  need  to  raise  their  horizons 
when  considering  processing  cooperatives  as  an  alternative,  to  acquire 
existing  plant  capacity  and  to  form  cooperatives  which  are  truly  in- 
tegrated in  operations  and  which  are  capable  of  effective  product 
differentiation  if  such  cooperatives  are  to  weather  the  competitive 
environment  created  by  large-scale  grocery  retailers. 

Summary 

Changes  in  market  structures  of  processing,  food  retailing,  and  dif- 
ferences in  demand  for  farm  and  processed  products  are  all  important 
determinants  of  the  long-term  effectiveness  of  bargaining  cooperatives 
as  presently  operated.   Increasing  concentration  within  the  food  pro- 
cessing industries  enables  processors  to  formulate  certain  procurement 
policies  on  an  independent  basis,  and  tends  to  shift  competition  from 
price  to  non-price  factors. Jl^/ 

In  processor-grower  negotiations,  market  structure  criterion  of  con- 
centration is  a  relevant  indicator  of  market  power  relationships.   As 
evidence  suggests,  unorganized  farmers  are  at  a  disadvantage  in  terms 
of  market  power  when  dealing  with  processors.   This,  then,  suggests 
the  concept  of  bargaining  associations  as  vehicles  to  strengthen  farmer 
negotiation  with  processors  still  remains  a  valid  goal. 

While  evidence  supports  this  conclusion,  the  changes  in  market  power 
relations  between  processors  and  their  customers  --  the  large-scale 
grocery  retailers  --  suggest  bargaining  associations  may  be  limited  in 
the  amount  of  income  transfer  which  they  may  obtain  for  their  members 
from  traditional  bargaining  activities  on  price  or  contract  terms. 

The  balance  of  power  seems  to  have  shifted  to  grocery  retailers  who 
have  effectively  neutralized  the  market  power  of  processors,  including 
even  large  processors,  through  integration  into  food  manufacturing  and 
private  labels.   As  a  result,  prices  at  the  processor  level  may  be 
expected  to  hover  at,  or  near,  competitive  levels.   Under  such  competitive 
pricing  conditions,  effective  bargaining  associations  must  use  restraints 
in  their  negotiations  with  processors,  to  permit  sufficient  returns  to 
capital  to  maintain  modern,  efficient  processing  outlets. 


10/  Clodius,  R.  L. ,  Fienup,  G.  F. ,  and  Kristjanson,  R.  L. ,  Procurement 
Policies  and  Practices  of  a  Selected  Group  of  Dairy  Processing  Firms , 
Univ.  of  Wis. ,  Bui.  193,  Jan.  1956. 

Andrews,  Richard,  The  Sweet  Corn  Industry  in  the  Midwest  Farm  Economy, 
Tech.  Bui.  232,  Univ.  of  Minn. ,  June  1959. 


It  seems  natural  that  bargaining  associations  have  negotiated  with 
processors,  since  they  represent  the  first  handler  level.   And  in  the 
past,  processors  have  undoubtedly  enjoyed  market  advantage  in  selling 
to  wholesalers,  while  maintaining  even  to  this  day  their  market 
advantage  over  individual  farmers.   But,  if  market  structure  changes 
are  to  be  meaningful,  they  suggest  that  farsighted  leaders  of  bargain- 
ing associations  will  be  giving  attention  to  means  of  extending  their 
sphere  of  operations  beyond  the  first-handler  level. 

Of  course,  marketing  cooperatives  do  perform  this  function,  and  in  some 
cases  extremely  effectively.   But  there  still  remain  a  large  number  of 
small  cooperatives  producing  undifferentiated  products,  which  are  not 
able  to  transmit  to  farmers  the  full  benefits  of  a  well  coordinated, 
vertically  integrated  operation  that  possesses  market  power.   In  such 
cases,  the  challenge  to  bargaining  associations  may  be  to  help  strengthen 
such  marketing  cooperatives.   At  other  times,  bargaining  cooperatives 
may  be  leaders  in  encouraging  the  acquisition  of  efficient  processing 
companies  by  farmers. 

Differences  in  demand  for  farm  products  and  services  suggest  continued 
opportunities  for  farmers  to  invest  capital  in  well-coordinated  and 
efficient  processing  plants  with  product  differentiation.   The  degree  of 
vertical  integration  by  which  farmers  gain  access  into  additional  stages 
in  the  marketing  system  varies  among  areas  and  commodities.   Sometimes 
much  can  be  gained  by  relatively  little  vertical  integration  as  in  the 
case  of  horizontally  integrated  bargaining  cooperatives.   In  such  cases, 
because  of  the  high  degree  of  substitution  which  exists  among  some  farm 
products,  leaders  of  bargaining  associations  may  find  it  profitable  to 
encourage  the  formation  of  bargaining  associations  by  growers  of  competing 
or  substitute  products,  with  the  hope  they  can  function  effectively. 

At  other  times  and  under  other  conditions  there  may  need  to  be  more 
vertical  integration  into  the  marketing  system.  And  the  day  may  soon 
come  when  farmers  may  need  to  give  consideration  to  the  opportunities 
and  responsibilities  of  owning  their  own  grocery  retailing  chains,  if 
farmers  become  dissatisfied  as  residual  receivers  of  consumer  demands 
and  expenditures  as  translated  to  them  under  the  existing  marketing 
system. 

But,  perhaps,  a  more  realistic  alternative  for  bargaining  associations 
is  to  consider  means  to  negotiate  for  finished  product  prices  directly 
with  retailers  because  of  the  shift  of  balance  of  market  power  from  pro- 
cessors to  retailers.   Processing  would  then  be  done  on  a  "custom  basis" 
with  the  producer-retailer  combine  establishing  the  specifications  and 
the  margins. 
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These  factors  suggest  bargaining  cooperatives  need  to  consider  their 
role  in  improving  farmers'  incomes  in  view  of  broad  changes  in  the 
market  environment  of  other  segments  of  the  food  industry.   This  is 
not  to  say  that  bargaining  cooperatives  have  not  made  real  contribu- 
tions to  farmers,  nor  do  these  remarks  imply  that  there  appears  to  be 
a  diminished  function  for  farmer-controlled  bargaining  associations. 
To  the  contrary,  it  appears  that  changing  market  structures  in  food 
industries  will  bring  about  added,  albeit  different,  functions  and 
responsibilities  for  bargaining  cooperatives  in  the  future. 
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6th  Conference, 
1962 


ECONOMIC  POSSIBILITIES  AND  LIMITATIONS  OF   COOPERATIVE 
BARGAINING  ASSOCIATIONS  ,  ^ 

Sidney  Hoos 
Professor  of  Agricultural  Economics 
University  of  California 
Berkeley,  Calif. 


At  the  invitation  of  Joseph  G.  Knapp,  Administrator  of  Farmer  Coopera- 
tive Service,  I  was  able  to  be  at  the  First  National  Conference  on 
Cooperative  Bargaining  Associations.   At  that  time,  I  spoke  on  the 
subject,  "The  Use  of  Economic  Information  and  Data  in  Cooperative 
Bargaining."  There,  I  indicated  the  type  of  economic  data  and  infor- 
mation which  might  be  useful  in  preparing  cooperative  bargaining  asso- 
ciations to  do  their  job  and  how  such  data  and  information  may  be  used. 
I  am  not  at  all  sure  that  all  of  the  points  I  then  made  were  helpful, 
but  I  am  sure  that  they  were  not  consistently  followed.   Yet,  we  can 
believe  that  during  the  past  half-dozen  years  or  so,  we  have  learned 
more  about  the  type  of  economic  information  and  data  necessary  in 
cooperative  bargaining. 

At  this  conference  I  see  friends  from  California  as  well  as  from  other 
States.   Also,  I  see  some  new  faces.   There  seems  to  be  an  infusion  of 
new  blood  and  new  interest  in  cooperative  bargaining.   But  what  is 
encouraging  is  the  extent  to  which  the  so-called  oldtimers  are  sticking 
with  it. 

Six  years  is  not  a  long  time  in  the  evolution  and  development  of  such 
an  idea  and  an  institution  as  cooperative  bargaining.   But  during  the 
past  6  years  much  has  happened,  and  we  hope  that  a  little  bit  has  been 
learned.   Some  hopes  have  crashed,  and  some  aspirations  have  emerged. 
Perhaps  we  are  beginning  to  take  a  more  realistic,  and,  at  the  same 
time,  a  more  effective  outlook  on  cooperative  bargaining  associations. 
We  are  learning  something  about  their  economic  possibilities  and 
limitation.   Some  of  these  you  have  experienced  in  your  daily  operations, 
and  a  few  things  we  have  uncovered  through  the  study  of  cooperative 
bargaining. 

As  one  studies  the  record  of  cooperative  bargaining  in  fruits  and 
vegetables,  it  is  not  easy  to  find  useful  materials.   An  important 
source  is  the  Proceedings  of  these  annual  conferences  prepared  and 
issued  by  the  Farmer  Cooperative  Service.   They  are  a  lasting  record 
of  the  problems,  growth,  and  development  of  cooperative  bargaining 
associations  in  fruits  and  vegetables  in  recent  years. 

As  one  reviews  the  Proceedings  of  the  past  five  conferences,  one  finds 
that  they  include  a  mixture  of  various  types  of  things.   Outstanding 
is  a  flavor  of  what  might  be  called  "mutual  admiration"  combined  with 
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"mutual  wailing."  There  is  a  feeling  of  patting  each  other  on  the  back, 
perhaps  more  as  a  sign  of  encouragement  than  a  job  well  done.   But  most 
important  is  that  the  Proceedings  serve  as  vehicle  for  the  exchange  of 
ideas.   Cooperative  bargaining  in  fruits  and  vegetables  has  grown  con- 
siderably, at  least  in  terms  of  the  number  of  associations  during  the 
past  half-dozen  years.   But  those  working  in  the  day-to-day  operations 
have  little  time  to  study  and  to  analyze  what  has  actually  been  happening 

What  are  the  economic  and  marketing  developments  affecting  cooperative 
bargaining?   In  order  to  learn  more  about  the  basic  economic  influence 
underlying  cooperative  bargaining,  during  the  past  several  years  we  have 
been  making  an  economic -marketing  study. A'   It  carries  forward  and 
updates  some  of  the  materials  in  the  pioneering  work  on  cooperative 
bargaining  associations  by  Wendell  McMillan  and  issued  as  a  Farmer 
Cooperative  Service  report. £/ 

Out  study,  however,  takes  a  different  slant.   We  stress  the  economic 
analysis  of  the  basic  influence  determining  the  outcome  of  cooperative 
bargaining.   The  study  itself  is  rather  technical  in  nature,  but  here  I 
will  summarize  in  general  terms  some  of  the  highlights  and  conclusions. 
In  so  doing,  I  shall  not  cite  figures  or  present  equations. 

In  the  following  comments,  I  shall  first  set  forth  some  general  economic 
considerations  that  pertain  to  cooperative  bargaining.   Then,  I  will 
indicate  some  of  the  economic  findings  and  results  of  the  study.    These 
will  be  considered  in  two  ways.   First,  by  reference  to  some  limitations 
which  should  be  recognized  in  the  cooperative  bargaining;  and  second, 
some  potentials  or  possibilities  available  by  cooperative  bargaining. 
Such  considerations  will  be  followed  by  some  general  points  concerning 
the  current  situation  and  the  prospects  for  cooperative  bargaining. 
But  now  let  me  emphasize  that  my  comments  will  be  broad  ones  which 
pertain  to  cooperative  bargaining  associations  in  general.   Each  crop 
in  each  region,  however,  has  its  own  special  situation.   Hence,  I  ask 
you  to  interpret  my  comments  as  general  statements  which  may  have  to 
be  qualified  in  light  of  your  own  particular  problems.   Yet,  at  the 
same  time,  we  must  recognize  that  certain  general  principles  and 
economic  relationships  underlie  cooperative  bargaining. 


_!/  Using  newly  compiled  data  and  materials,  and  building  on  earlier 
work,  a  phase  of  the  study  has  been  completed  recently  and  is  presented 
in  Peter  G.  Helmberger,  Cooperative  Bargaining  in  Agriculture  (Ph.  D. 
dissertation.  Department  of  Agricultural  Economics,  University  of 
California,  Berkeley).   We  are  now  preparing  papers  and  a  report  for 
publication. 

'll  Reference  may  also  be  made  to  the  early  work  of  G.  Alvin  Carpenter, 
The  Organization  and  Operations  of  the  Utah  State  Canning  Crop  Growers 
Association,  AES  Bulletin  394,  Utah  State  University,  Logan,  Utah. 
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Economic  Considerations 

In  the  study  of  cooperative  bargaining,  one  must  have  a  systematic 
framework  around  which  to  make  the  analysis.   There  is  no  point  in 
just  collecting  a  lot  of  statistics  and  information  and  mixing  them 
together.   The  data  and  information  make  sense  only  with  reference  to 
a  logically  sound  and  organized  way  of  looking  at  them.   One  method 
of  doing  this  includes  consideration  of  the  market  structure  in  which  the 
cooperative  bargaining  association  operates.   Then,  attention  is  given 
to  the  market  conduct  and  market  strategies  of  the  parties  participating 
in  the  market.   Next,  recognition  is  given  to  the  performance  of  the 
various  parties  participating  in  the  bargaining.   Associated  with  this 
market  structure-conduct-strategy-performance  approach  is  the  vague 
notion  of  bargaining  power.   But  before  commenting  upon  that,  let  me 
say  a  few  words  about  market  structure. 

Market  structure  involves  the  numbers  and  types  of  participants  in 
cooperative  bargaining,  both  buyers  and  sellers;  the  size  distribution 
of  buyers  and  of  sellers;  and  the  types  of  products  bought  and  sold. 
All  of  these  various  influences  enter  into  what  we  call  the  market 
structure.   The  market  conduct  and  strategy  refer  to  the  behavior  of 
the  buyers  and  sellers  in  the  market.   To  what  extent  do  these  buyers 
and  sellers  pay  attention  to  the  behavior  of  their  competitors  and 
their  customers?  To  what  extent  do  the  actions  of  one  party  affect 
the  actions  of  the  other  party?   In  what  way  do  the  actions  change  over 
time,  if  they  do? 

In  light  of  the  market  structure,  conduct  and  strategy,  one  may  then 
consider  market  performance.   What  are  the  results  of  the  actions  of 
the  various  participants  in  the  market.   What  are  their  objectives?  How 
well  do  they  succeed  in  reaching  their  objectives?  The  success  in 
meeting  these  objectives  may  be  compared  with  various  standards.   It 
is  this  type  of  approach  which  we  used,  in  conjunction  with  certain 
economic  principles  and  relationships,  to  investigate  cooperative 
bargaining  in  fruits  and  vegetables. 

In  the  discussion  of  cooperative  bargaining,  one  hears  much  about  bar- 
gaining power.   It  certainly  is  a  useful  notion,  but  it  is  also  a  vague 
one.   What  is  really  meant  by  bargaining  power?   In  our  thinking, 
bargaining  means  the  ability  to  change  or  to  maintain  a  price  or  some 
other  term  of  trade.   Bargaining  power  is  a  convenient  phrase  to  sum 
together  all  of  the  various  economic  and  institutional  forces  which 
affect  the  price-making  process.   Underlying  bargaining  power  are 
elements  such  as  the  objectives  of  those  doing  the  bargaining,  their 
skills  and  know-how  in  negotiation,  and  the  organization  and  admini- 
stration of  various  types  of  devices  to  attain  objectives. 

Bargaining  power  is  used,  or  should  be  used,  to  represent  the  manipulation 
of  market  factors  to  create  price  or  terms  of  trade  more  favorable  than 
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those  prevailing  or  that  would  prevail  otherwise^   Without  bargaining 
power,  a  group  is  not  in  a  position  to  manipulate  the  influences  affect- 
ing price  or  other  terms  of  trade.   The  very  organization  of  a  coopera- 
tive bargaining  association  is  for  the  purpose  of  creating  and  then 
utilizing  bargaining  power  in  affecting  the  price-making  process. 
But  the  conditions  for  bargaining  power  may  exist,  without  being  used 
effectively.   Involved  is  the  matter  of  strategy  and  skill  in  bar- 
gaining which  I  shall  later  comment  on  again. 

When  we  come  to  examine  the  performance  of  the  cooperative  bargaining 
association,  we  are  faced  with  a  difficult  problem.   How  does  one 
measure  the  performance  of  a  bargaining  cooperative?   In  other  words, 
how  does  one  measure  and  judge  whether  a  cooperative  bargaining  asso- 
ciation is  successful?  What  is  meant  by  success?   One  way  of  looking 
at  this  is  to  say  that  by  "success,"  we  mean  survival.   If  an  asso- 
ciation continues  in  operation  year  after  year,  one  might  say  that 
that  in  itself  is  evidence  of  success. 

But  such  a  view  can  well  be  misleading.   In  fact,  our  study  suggests 
that  survival  and  continuation  of  operations  is  not  a  meaningful 
measure  of  success.   When  the  results  of  the  operations  are  analyzed, 
there  can  be  evidence  that  the  association  acts  as  if  it  were  a  captive 
of  its  own  customers.   As  there  can  be  a  captive  union,  there  also  can 
be  a  captive  cooperative  bargaining  association.   An  association  may 
continue  to  survive  without  having  a  measurable  effect  on  price  or  terms 
of  trade;  the  results  are  the  same  as  if  there  were  no  association. 
In  the  measurement  of  comparative  performance,  there  are  involved 
quantities,  prices,  net  income,  and  their  behavior  over  time.   No  one 
single  measure  is  sufficient  to  give  complete  evidence  on  the  success 
and  results  of  cooperative  bargaining. 

Price  is,  perhaps,  the  most  important  index  of  performance,  but  by  looking 
at  price  alone,  one  gets  only  an  incomplete  picture.   For  the  fact  may 
well  be  that  a  prime  objective  of  a  cooperative  bargaining  association 
is  creating  and  taking  advantage  of  what  might  be  called  fringe  benefits. 

The  measurement  of  these  fringe  benefits  is  extremely  difficult.   How 
can  one  measure,  for  example,  the  value  of  being  insured  that  sufficient 
lug  boxes  are  available  at  the  right  places  and  the  right  time?   Or,  how 
can  one  measure  in  dollars  and  cents  the  value  of  having  equitable  and 
uniform  contracts?  Yet,  these  types  of  fringe  benefits  certainly  are 
important.   Hence,  in  considering  the  success  and  the  results  of  coopera- 
tive bargaining,  one  must  take  a  multidimensional  approach,  certainly 
paying  attention  to  price,  which  is  the  most  important  single  element, 
but  also  recognizing  the  importance  of  other  objectives  of  cooperative 
bargaining  associations. 

The  interactions  between  market  power,  market  conduct,  and  strategy 
are  reflected  in  the  outcome  of  cooperative  bargaining  in  affecting  the 
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price-making  process.   Under  certain  types  of  market  structure,  the 
possibilities  for  a  cooperative  bargaining  association  to  operate 
effectively  are  very  small,  whereas  in  other  types  of  market  structure 
the  possibilities  are  very  attractive.   Thus,  in  considering  whether 
there  is  an  opportunity  for  cooperative  bargaining  in  a  particular 
region  for  a  particular  crop,  one  of  the  elements  to  be  considered  is 
the  type  of  market  structure  prevailing  in  that  crop  in  the  region. 

Economic  Findings  and  Indications 

Before  sketching  some  economic  findings  and  indications  from  our  study, 
let  me  give  a  slight  warning.   It  must  be  recognized  that  in  a  particular 
crop  in  a  given  area  in  a  single  season  "almost  anything  can  happen"  -- 
and  usually  does.   Thus,  the  generalizations  we  shall  make  about  the 
findings  reflect  tendencies  over  a  period  of  time.   They  need  not  apply 
to  every  crop  in  every  region  and  year. 

Also,  attention  must  be  given  to  the  market  demand  situation  in  the 
crop  being  considered.   If  it  happens  that  the  market  demand  is  ex- 
panding faster  than  product  supply,  we  have  a  situation  much  different 
from  one  where  the  market  demand  is  stagnant  or  even  declining.   The 
relative  rates  of  expansion  in  supply  and  demand  certainly  affect  price 
and  other  terms  of  trade.   The  effects  on  price  that  stem  or  flow  from 
cooperative  bargaining  are  superimposed  upon  and  intermixed  with  effects 
of  other  economic  influences  operating  in  the  market. 

Hence,  a  problem  in  the  study  was  to  analyze  in  such  a  way  that  we  could 
isolate  the  effects  of  cooperative  bargaining  itself  and  determine 
those  effects  separate  from  those  of  other  influences  operating  in  the 
market.   The  measurement  of  cooperative  bargaining  on  grower  price  is 
essentially  an  economic-statistical  problem  of  untangling  the  very 
many  economic  forces  which  interact  to  form  a  market  price.   These 
forces  may  be  of  local,  national,  or  even  international  origin;  they 
may  be  economic,  legal,  sociological,  or  phychological.   The  objective 
is  to  disentangle  from  all  of  these  various  influences  the  measurable 
economic  effects  of  cooperative  bargaining. 

Not  only  is  that  an  extremely  difficult  task,  but  you  are  correct  in 
looking  with  suspicion  on  anybody  who  says  he  knows  the  full  and  accurate 
story  of  the  cooperative  bargaining  results.   We  do  not  take  that  attitude. 
What  we  say  is  that  out  of  our  investigation,  we  believe  we  have  developed 
some  reasonable  and  suggestive  hints  and  indications. 

One  of  these  is  that  the  market  structure  and  the  nature  of  competition 
between  buyers  and  sellers  have  an  effect  on  what  cooperative  bargaining 
can  do  for  its  farmer  members.   Of  particular  importance  is  the  type  of 
competition  among  processor-buyers  for  the  raw  product.   Further,  we  can 
say  that  the  economic  results  of  cooperative  bargaining  are  closely 
related  to  the  degree  of  independence  in  the  raw  product  buying  practices 
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of  processors.   The  results  differ  if  the  processors,  either  consciously 
or  unconsciously,  act  in  some  sort  of  collusive  way.   This  is  not  meant 
to  imply  that  open  collusion  is  practiced;  but  it  is  clear  that  the 
effects  of  cooperative  bargaining  depend  upon  whether  or  not  there  is 
independence  in  the  procurement  practices  of  buyers. 

If  there  is  independence  in  the  procurement  practices  among  buyers  of 
processing  fruits  and  vegetables,  and  to  the  extent  that  the  buyers' 
behavior  is  more  and  more  competitive,  the  potential  gains  to  farmers 
from  cooperative  bargaining  diminishes.   Hence,  if  there  is  perfect 
competition  among  buyers,  and  this  is  only  an  ideal  limit  which  is 
never  attained,  there  would  not  exist  any  possibility  of  farmers  gaining 
an  economic  advantage  through  cooperative  bargaining.   But  when  and  where 
perfect  competition  does  not  exist  among  raw  product  buyers,  there  is  an 
opportunity  for  gain  to  farmers  through  cooperative  bargaining.   The 
lesser  the  competition  among  processors  for  a  given  crop  in  a  given  region, 
the  greater  is  the  potential  price  enhancement  available  through  cooper- 
ative bargaining;  and  conversely,  the  more  vigorous  the  competition  among 
buyers,  the  less  potential  there  is  for  long-run  price-enhancement. 
But  potential  does  not  necessarily  mean  success.   There  is  a  difference 
between  a  potential  for  and  the  achievement  of  success.   Whether  the 
potential  is  achieved  depends  upon  the  skill  and  strategy  in  the  bargaining. 

A  major  reason  why  the  greater  the  competition  among  buyers  the  less  the 
potential  for  price  enhancement  through  bargaining  is  the  fact  that 
cooperative  bargaining  itself  brings  no  control  over  a  raw  product 
output.   Cooperative  bargaining  associations  generally  are  not  in  a 
position  to  practice  product  dumping  or  disposal.   In  those  cases 
where  a  volume-control  marketing  order  is  in  operation,  and  it  is  handled 
effectively,  there  is  a  greater  potential  for  success  on  the  part  of 
the  cooperative  bargaining  association.   In  a  particular  case  where 
there  is  monopolistic  competition  among  raw  product  buyers,  and  there 
is  also  a  volume  control  mechanism  through  a  marketing  order  or  some 
other  means,  then  there  can  be  substantial  potentiality  for  price 
enhancement  through  cooperative  bargaining.   Whether  the  potential  is 
achieved,  however,  depends  on  the  strategy  and  skill  in  bargaining. 

Skill  and  strategy  in  cooperative  bargaining,  at  this  stage  of  our 
knowledge,  are  certainly  more  art  than  science.   It  is  not  anything 
that  one  can  learn  necessarily  by  reading  books  or  taking  lessons.   But 
there  may  well  be  points,  practices,  and  certain  know-how  ideas  which  can 
be  dredged  from  the  experience  of  those  who  have  proven  to  be  successful 
negotiators  and  bargainers;  and  those  practices  and  experiences,  perhaps, 
can  be  communicated  to  others. 

As  a  result  of  our  studies,  it  becomes  clear  to  us  that  in  some  instances 
cooperative  bargaining  associations  do  have  the  potential  in  terms  of 
market  structure  and  the  opportunity  for  affecting  in  a  favorable  way 
their  growers'  returns;  but  those  potentials  are  not  achieved  because 
the  bargainers  for  the  association  do  not  have  adequate  bargaining 
know  how  and  strategy.   This  is  something  which  this  or  some  other 
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appropriate  group  should  take  in  hand  to  see  if  there  is  not  some  way 
where  the  art  of  successful  negotiation  and  bargaining  can  be  disseminated 
for  the  benefit  of  those  who  need  such  help. 

Another  point  I  wish  to  touch  upon,  again  in  a  general  way,  concerns 
the  quantitative  effect  of  cooperative  bargaining  on  price.   One  of 
the  questions  most  often  asked  is,  "How  much  effect  can  cooperative 
bargaining  have  on  price?"   In  studying  this  question  by  economic- 
statistical  means,  unfortunately  we  do  not  come  up  with  a  very  attractive 
simple  answer.   The  results  are  too  diverse,  assuming  vje  are  success- 
ful in  our  analysis. 

But  I  can  make  the  following  generalization  with  a  reasonable  degree 
of  confidence.   For  those  associations  which  have  been  active  during 
the  past  6  or  so  years,  it  is  clear  that  most  of  them  do  not  have  a 
real  lasting  effect  on  price.   It  may  be  that  in  particular  seasons 
more  favorable  prices  are  received  by  the  associations  than  would  have 
been  received  without  bargaining.   But  that  does  not  happen  for  every 
association  each  season;  and  in  a  good  many  cases  for  some  associations 
it  hardly  ever  happens. 

We  can  also  say  with  reasonable  confidence  that  it  is  very  rare  that  a 
lasting  price-enhancement  of  as  much  as  10  percent  emerges.   A  conserva- 
tive estimate  would  be  that  a  successful  bargaining  association  might 
increase  its  grower  price  from  about  2  to  10  percent;  and  these  are 
figures  which  apply  to  successful  cooperative  bargaining  associations. 
The  unsuccessful  ones  have  no  price-impact;  and  there  is  evidence  that 
in  som.e  cases  the  prices  received  by  farmers  might  even  have  been  a  bit  , 
higher  if  the  association  had  not  been  in  operation.   Involved  are 
ill-advised  timing,  poor  skill,  weak  strategy,  and  the  lack  of  bargain- 
ing know-how. 

In  some  circumstances,  cooperative  bargaining  cannot  be  helpful  to 
farmers;  in  other  circumstances,  it  can  be  helpful,  but  is  not  exploited 
effectively;  and  under  certain  conditions  there  are  gains  to  farmers 
from  cooperative  bargaining-associations  --  if  they  have  the  skill  and 
the  know-how  in  cooperative  bargaining,  if  the  market  structure  is 
favorable,  and  if  supply  response  is  not  too  sensitive  so  that  supply 
is  expanded  much  more  rapidly  than  demand.   Generally,  the  results  of 
successful  cooperative  bargaining  associations  are  not  as  substantial 
as  some  exponents  believe  or  declare.   Yet,  the  results  of  successful 
cooperative  bargaining,  even  if  not  as  large  as  some  people  like  to 
say,  certainly  can  be  meaningful  and  well  worthwhile  to  grower  members. 

Some  Limitations 

Having  touched  upon  some  of  the  potentials  and  limitations  of  coopera- 
tive bargaining  associations,  I  should  now  like  to  comment  further  on 
these  aspects.   Without  going  into  a  detailed  explanation,  it  is  clear 
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that  some  of  the  limitations  faced  by  cooperative  bargaining  associations 
are  the  very  ones  applying  to  agricultural  cooperation  in  general.   This 
involves  getting  membership  interest  and  maintaining  membership,  a  subject 
which  was  considered  in  substantial  detail  at  previous  conferences. 

Another  limitation  is  that  cooperative  bargaining  associations  must 
operate  within  existing  legal  and  institutional  boundaries.   As  pointed 
out  to  participants  in  earlier  conferences,  cooperative  bargaining 
associations  are  not  completely  free  from  antitrust  legislation.   There 
are  certain  legal  and  institutional  boundaries  which  must  be  respected 
and  within  which  cooperative  bargaining  associations  must  operate. 

Further,  there  is  the  point  --  which  is  sometimes  forgotten  --  that  the 
cooperative  bargaining  association  must  accept  and  do  the  best  it  can 
with  the  basic  supply  and  demand  situation  in  its  particular  product 
and  region.   Only  a  few  of  the  cooperative  bargaining  associations, 
and  these  are  special  cases,  are  in  a  position  to  influence  the  basic 
supply  situation  as  can  be  done  through  participation  in  marketing  order. 
But  even  here,  effect  on  supply  is  short  run  in  nature.   From  the 
longer-run  view,  however,  the  supply  situation  cannot  be  dominated  by 
the  working  of  the  marketing  order.   Hence,  the  basic  supply  and  demand 
situations  and  their  economic  constraints  apply  to  cooperative  bargaining 
associations  as  they  do  to  other  forms  of  business.   The  association  can 
only  exploit,  within  legal  boundaries,  the  existence  of  particular 
supply  and  demand  situations.   This  must  be  done  through  the  technique, 
skill,  and  art  of  negotiation  --  if  the  circumstances  for  successful 
cooperative  bargaining  exist. 

Another  limitation  that  must  be  recognized  in  cooperative  bargaining 
concerns  the  particular  type  of  crop  being  considered.   When  it  is  one 
of  single-use,  as  only  in  canning,  the  bargaining  is  more  manageable 
than  if  the  crop  has  multiple  use  such  as  fresh,  canned,  dried,  and 
frozen.   Where  the  varieties,  maturing  dates,  harvest  periods,  sizes, 
grades,  and  so  forth,  become  more  numerous,  the  bargaining  problem  itself 
becomes  more  complicated.   The  more  simple  these  types  of  things  are,  the 
less  the  limitations;  the  more  complicated,  the  greater  the  limitations. 

Another  limitation  is  the  difficulty  in  the  acquisition  and  maintenance 
of  bargaining  power.   The  power  may  be  potential,  but  to  be  effective, 
it  must  be  acquired  and  use  appropriately.   Here  we  have  the  notions 
of  short-run  and  long-run  bargaining  power.   Even  if  an  association 
has  short-run  power,  it  may  not  be  able  to  maintain  such  power  over  a 
period  of  time.   This  may  be  due  to  the  fact  that  supply  might  be 
outracing  demand  so  that  whatever  marketing  or  bargaining  power  did 
once  exist  is  eroded  away  by  the  basic  supply-demand  situation. 

In  talking  about  limitations,  it  is  quite  common  to  compare  cooperative 
bargaining  associations  with  unions.   There  are  some  similarities,  but 
the  dissimilatities  and  the  differences  are  very  important.   One  major 
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difference  is  that  unions  not  only  have  the  power  to  strike  but  have 
legislative  sanction  under  prescribed  conditions.   What  are  the  cor- 
responding tools  available  to  the  cooperative  bargaining  association? 
Unfortunately  or  fortunately,  depending  upon  how  you  look  at  it,  the 
cooperative  bargaining  association  really  does  not  have  the  strike  tool 
as  does  a  union.   In  other  terms,  cooperative  bargaining  associations 
do  not  have  coercive  devices  that  they  can  in  fact  and  practically 
employ.   It  is  only  in  terms  of  theory  that  a  cooperative  bargaining 
association,  even  if  it  represents  a  substantial  proportion  of  the 
tonnage,  would  take  the  step  of  withholding  its  supplies  over  a  substan- 
tial period  of  time  to  the  point  where  the  crop  would  be  destroyed  and 
the  growers  would  receive  no  return.   If  such  were  to  happen,  it  is 
likely  that  grower  membership  would  not  have  enough  "stick-to-itiveness" 
and  the  cooperative  would  not  continue  in  existence.   In  fact,  some 
associations  have  clauses  in  their  sales  contract  which  provide  for 
delivery  of  the  mature  crop  and  its  processing  even  if  the  price  has 
not  yet  been  established.   Rather  than  having  coercive  devices,  as  the 
striking  power  of  a  union,  a  cooperative  bargaining  association  must 
depend  upon  persuasive  devices.   But  they  are  effective  only  if  there 
is  skill  in  bargaining  and  know-how  in  negotiation,  as  touched  upon 
earlier. 

From  the  standpoint  of  economics,  perhaps  the  most  serious  limitation 
facing  cooperative  bargaining  associations  is  that  they  have  no  control 
over  volume.   Here,  I  am  excepting  those  several  associations  which, 
although  they  do  not  by  themselves  have  volume-control,  do  have  a  voice 
in  such  matters  through  participation  in  certain  types  of  marketing  order 
programs.   But,  in  general,  unless  the  association  has  a  control  over 
volume,  it  is  faced  with  a  limitation  in  its  bargaining. 

Another  limitation  faced  by  cooperative  bargaining  associations  is  that 
they  cannot  always  conteract  the  various  strategies  which  processors 
may  use  in  attempts  to  weaken  the  cooperatives.   Although  one  might 
build  a  case  that  an  effectively  and  judiciously  operated  cooperative 
could  be  to  the  advantage  of  processors  in  various  areas,  it  is  not 
unusual  for  them  not  to  be  happy  over  the  existence  of  bargaining 
cooperatives. 

However,  the  processors  may  use  various  strategies  to  undermine  the 
existence  and  the  effectiveness  of  the  cooperatives.   The  strategies 
available  to  the  cooperatives  to  counteract  the  processors  are,  in 
general,  rather  weako   In  this  respect  I  am  sure  you  should  all  pay 
attention  to  the  receni":  California  State  law  concerning  discrimination 
by  buyers  towards  bargaining  cooperatives  of  their  farmer  members.   This 
legislation  has  not  been  tested  in  the  courts  but  has  certain  features 
that  may  be  attractive  to  bargaining  cooperatives  in  other  States.   It 
may  well  be  worthwhile  to  consider  how  comparable  legislation  with 
similar  objectives  might  be  enacted  in  other  States  where  cooperative 
bargaining  associations  are  in  operation.   Perhaps,  with  legal  advice, 
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consideration  may  be  given  to  whether  this  type  of  legislation  might 
be  advisable  for  enactment  at  the  national  level. 

Some  Possibilities 

In  considering  the  economic  possibilities  of  the  cooperative  bargaining 
associations,  one  must  clarify  their  re^l  objectives.   One  may  well  say 
as  a  simplification,  of  course,  that  these  objectives  are  the  improve- 
ment of  price  and  other  terms  of  trade.   The  other  terms  of  trade 
include  many  things  such  as  a  reduction  of  buyer  discrimination  among 
growers.   This  can  be  approached  through  the  adoption  of  uniform  contracts. 

Another  objective  may  be  increased  stability  in  price  over  time,  where 
stability  is  not  to  be  confused  with  the  level  of  price,  or  objectives 
may  include  improved  grading  and  delivery  conditions.   An  objective 
may  be  the  furnishing  of  information  to  growers  for  improved  practices 
so  there  will  be  the  cost  reduction  in  growing  the  crop  and  increased 
efficiency  in  grower-processor  markets.   These  are  fringe  benefits 
not  to  be  neglected  as  worthwhile  objectives  supplementing  that  of 
price  enhancement.   Our  studies  suggest  that  these  types  of  fringe 
benefit  objectives  are  an  important  area  for  the  economic  potentials 
and  possibilities  of  cooperative  bargaining  associations.   In  fact, 
there  is  evidence  that  some  associations  have  not  been  very  successful 
in  the  enhancement  of  price  itself  but  have  made  significant  contributions 
to  grower  welfare  through  the  fringe  benefit  approach. 

The  increase  of  uniformity  in  contractual  arrangement  with  buyers, 
through  improved  and  uniform  contracts,  is  in  the  area  where  substantial 
progress  has  been  achieved  and  further  progress  can  be  made  by  other 
associations.   The  dollar  and  cents  value  of  this  type  of  a  possibility 
certainly  cannot  be  measured  but  can  be  judged  as  being  extremely 
worthwhile  to  growers. 

Another  area  in  which  cooperative  bargaining  associations  can  increase 
their  usefulness  and  exploit  economic  possibilities  is  through  an 
improvement  in  their  role  as  an  agency  for  the  study  and  analysis  of 
economic  facts  that  should  be  known  by  the  membership,  board  of  directors, 
and  management  of  the  cooperative  bargaining  association.   Each  crop  in 
each  area  has  particular  types  of  data  and  information  it  should  have, 
and  the  cooperative  bargaining  association  is  a  logical  vehicle  to 
gather,  sift,  and  disseminate  relevant  information.   Furthermore,  the 
association  officers  and  management  can  serve  as  an  effective  mouthpiece 
or  spokesman  for  the  growers  of  the  crop  in  general,  as  well  as  for  the 
membership. 

This  role  is  important  not  only  in  terms  of  public  relations  but  even 

more  so  in  terms  of  legislative  impact.  One  might  touch  upon  other 

economic  areas  of  possibilities,  such  as  terms  of  trade  including 

hauling  allowances,  special  premiums  for  grades  and  sizes,  and  the 
provision  of  lug  boxes. 
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Yet,  there  is  another  area  of  economic  possibilities  which  provides 

room  for  work  by  cooperative  bargaining  associations.   Where  there  is 

a  potential  for  price  enhancement,  and  through  skillful  bargaining 

the  potential  is  exploited,  at  the  same  time  the  association  can  act 

as  a  catalyst  in  encouraging  procurement  --,  processing  --,  and 

marketing  --  efficiencies  to  lower  the  costs  incurred  by  processors.   Such 

cost  reductions  on  the  part  of  processors  may,  in  part,  pass  on  to  the 

consumer  and  have  an  effect  on  consumption  of  the  final  product,  which 

is  certainly  of  interest  to  growers. 

Marketing  effects  can  also  be  obtained  through  cooperative  bargaining 
associations  working  with  processor  groups  toward  market  development 
and  expansion.   You  certainly  are  familiar  with  examples  of  such 
activities.   Successful  cooperative  bargaining  can  induce  canners  to 
be  "on  their  toes,"  not  only  in  procurement  but  also  in  processing  and 
marketing.   Such  alertness  and  progress iveness  can  lead  to  improved 
efficiencies,  with  the  gains  available  for  distribution  among  growers, 
processors,  distributors,  and  consumers. 

An  important  possibility  of  effective  cooperative  bargaining  is  that 
it  can  restructure  competitive  relationships  among  processors.   Here 
is  involved  the  question  of  market  shares  and  tonnage  shares.   Pro- 
cessors generally  are  jealous  of  their  market  position,  and  this  is  an 
attitude  which  often  can  be  exploited  by  cooperative  bargaining  asso- 
ciations.  But  this  can  happen  only  where  a  chronic  surplus  situation  does 
not  prevail.   If  the  crop  is  not  too  large,  so  that  all  processors  are 
uncertain  about  getting  as  much  supply  as  they  want,  the  competition 
for  the  crop  among  processors  in  order  to  maintain  their  market  position 
is  something  which  can  react  to  the  benefit  of  the  cooperative  bargaining 
association. 

Continuing  with  economic  possibilities  of  cooperative  bargaining,  I    - 
think  more  attention  should  be  given  to  the  problem  of  cooperative 
bargaining  by  the  same  association  for  two  or  more  products  compared 
with  a  single  one.   It  is  true  that  there  are  some  associations  xchich, 
on  paper,  deal  with  more  than  one  product.   But  in  terms  of  the  actual 
negotiation  itself,  the  bargaining  goes  on  product  by  product.   A 
case  may  be  built  that  if  bargaining  is  done  in  terms  of  groups  of 
products,  there  may  well  be  benefits  for  both  processors  and  growers. 
This  is  particularly  so  where  the  products  involved  are  complementary 
in  processing  and  competitive  in  consumption.   Here  is  an  area  which 
needs  further  study,  but  one  which  cooperative  bargaining  associations 
should  be  discussing. 

Another  possibility  concerns  the  type  of  price  offer  made  by  the  bargain- 
ing cooperative  to  its  processor  customers.   The  usual  offer  is  a   single 
price  which,  if  not  accepted,  is  replaced  by  another  single  price  --  the 
type  and  method  of  replacement  depending  upon  the  particular  association. 
There  has  been  some  experience  with  bargaining  in  terms  of  a  price 
schedule,  where  the  price  is  related  to  the  size  of  the  crop  to  be 
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processed.   You  have  heard  about  this  in  connection  with  reports  as 
to  what  has  happened  in  processing  citrus  in  Florida,  or  canning 
olives  in  California.   Such  an  innovation  occurred  in  California 
cling  peaches  last  year.   This  approach  has  much  merit  and  promise 
and  may  well  deserve  consideration  by  more  bargaining  associations. 
There  are  certain  economic  implications,  however,  that  should  be 
recognized.   The  approach  makes  sense  only  if  the  price-volume 
schedule  can  be  established  so  as  to  reflect  sound  economic  relation- 
ships.  This  requires  economic -marketing  knowledge  of  the  raw 
product  demand  facing  growers  of  the  product. 

There  certainly  are  economic  possibilities  for  cooperative  bargaining 
associations  --  but  only  if  certain  conditions  prevail  or  can  be 
brought  about.   It  is  not  correct  that  there  is  no  opportunity  for 
cooperative  bargaining  to  benefit  growers.   But  it  is  also  not  correct 
that  cooperative  bargaining  must  result  in  gains  to  growers.   In  some 
cases,  such  associations  have  a  valid  role  to  play  and  a  job  to  do; 
while  in  other  cases,  cooperative  bargaining  by  itself  can  lead  only 
to  frustration  and  disappointment.   The  problem  must  be  considered 
case  by  case,  which  means  crop  by  crop  in  each  particular  region.   I, 
myself,  have  little  patience  with  the  notion  that  cooperative  bar- 
gaining is  a  cure-all  for  farmers.   Such  preaching  --  of  which  we  are 
having  too  much  --  is  misleading.   Nor  is  it  sensible  to  repeat  the 
oft-stated  argument  that  bargaining  cooperatives  cannot  really  be 
effective  in  the  long-run  since  their  short-run  success  leads  to  their 
long-run  failure;  that  is,  their  short-run  success  in  pricing  leads 
to  expanded  production  which  in  turn  drives  price  down  again.   To  the 
extent  that  such  reasoning  is  valid,  it  applies  to  all  types  of  business, 
not  only  cooperative  bargaining.   It  is  true  that  in  the  long  run  we 
are  all  dead,  but  that  does  not  mean  that  in  the  meantime  we  should 
not  try  to  do  the  best  we  can  for  ourselves  within  the  economic,  legal, 
and  institutional  boundaries  within  which  we  have  to  operate. 

These  boundaries  are  not  rigidly  fixed  over  time.   Although  they  may 
prevail  in  a  given  season  or  in  the  short -run,  over  a  period  of  time 
or  in  the  longer  run,  some  of  the  boundaries  may  be  altered.   Efforts 
can  be  made  to  influence  both  the  supply  and  demand  situations,  and 
these  are  indications  of  some  success  in  certain  cases  in  that  direction. 
That  such  changes  may  be  extremely  difficult  to  accomplish  does  not 
mean  that  they  should  not  be  considered  or  attempted  if  the  prospects 
for  success  are  reasonable,  even  if  they  are  not  certain.   In  fact,  to 
work  along  such  lines,  it  may  be  necessary  to  alter  the  legal  and 
institutional  boundaries.   This  also  is  not  easy  but  has  been  done  before 
and  can  be  done  again.   In  brief,  among  the  possibilities  of  cooperative 
bargaining  should  be  included  changing  over  time  the  boundary 
conditions  under  which  the  bargaining  takes  place. 
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A  Fev  Further  Points 

In  the  farm  press  and  other  places  in  the  last  year  or  so,  there  have 
been  various  comments  about  cooperative  bargaining  associations  and 
the  role  they  may  play  from  the  viewpoint  of  national  farm  policy. 
In  the  talks  and  speeches  by  those  in  important  positions,  the  phrases 
bargaining  power  and  marketing  power  appear  frequently.   Some  people 
have  suggested  that  the  real  answer  for  agriculture  in  this  country  is 
tremendous  expansion  in  farmer  cooperative  bargaining,  through  which, 
it  is  argued,  farmers  can  acquire  the  marketing  and  bargaining  power 
to  improve  their  price  and  income  situation.   Our  own  studies  to  date 
indicate  that  such  comments  are  far  wide  of  the  mark  and  might  well  be 
misleading. 

As  indicated  earlier,  it  is  only  in  certain  circumstances  and  under 
special  types  of  market  situations  that  cooperative  bargaining  does 
have  the  potential  to  improve  the  price  and  income  position  for  farmers. 
These  situations  do  not  prevail  in  all  farm  crops.   There  is  nothing  in 
the  cooperative  bargaining  mechanism  by  itself,  and  particularly  in 
those  cases  where  legislatively  permissive  volume  control  is  not  available, 
which  suggests  that  cooperative  bargaining  is  the  answer  to  the  general 
farm  problem.   For  the  real  farm  problem,  the  basic  supply-demand  situa- 
tion is  the  underlying  dominating  force.   The  basic  supply-demand 
situation  is  not  something  that  can  be  handled  or  made  to  disappear 
through  the  institution  of  cooperative  bargaining  associations.   Where, 
because  of  technology  and  other  forces,  the  race  between  supply  and 
demand  continues,  but  supply  increases  at  a  greater  pace  than  demand 
and  chronic  surpluses  are  generated,  the  answer  to  the  farm  problem 
is  not  cooperative  bargaining,  at  least  the  type  with  which  we  are 
familiar  and  presently  envisage.   For  that  reason,  one  may  well  wonder 
as  to  the  outcome  of  certain  developments  that  are  now  going  on. 

You  are  all  familiar  with  the  encouragement  of  cooperative  bargaining 
associations  through  the  American  Agricultural  Marketing  Association 
under  the  auspices  of  the  American  Farm  Bureau  Federation.   This  is 
a  constructive  and  conservative,  although  perhaps  somewhat  belated, 
movement.   It  is  certainly  a  welcome  and  worthwhile  one  which  has  the 
potential  for  good  work  in  certain  places.   Yet  the  question  may  be 
raised  whether  sufficient  discrimination  is  being  applied  as  to  whether 
cooperative  bargaining  associations  are  the  answer  for  particular  types 
of  problems.   As  I  have  noted  earlier,  the  existence  of  an  unsatisfactory 
low  price  to  farmers,  by  itself,  is  not  sufficient  reason  for  believing 
that  cooperative  bargaining  associations  is  the  answer.   In  a  good 
many  such  cases,  a  cooperative  bargaining  association  cannot  do  anything 
worthwhile,  and  can  do  much  that  is  not  worthwhile  in  the  sense  that 
it  can  disappoint  those  who  put  too  much  faith  in  it. 

There  is  another  movement  developing  in  the  area  of  cooperative  bar- 
gaining, at  least  in  the  minds  of  many  people.   And  this  is  through 
the  National  Farmers  Organization,  with  which  some  of  you  are  familiar, 
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and  which  is  active  in  the  Middle  West  in  some  of  its  maior  crops  --  not 
yet  in  fruits  and  vegetables,  but  in  such  items  as  hog.   The  NFO  talks 
in  terms  of  an  "all-out  holding  action."   If  not  a  strike,  at  least 
a  temporary  stoppage  is  meant  to  hold  products  off  the  market  in  order 
to  force  an  upward  price  adjustment.   I  am  not  saying  that  such  an 
approach  cannot  be  undertaken.   What  I  am  saying  is  that,  in  my  judgment, 
such  an  approach  is  not  really  an  effective  lasting  solution  to  the 
type  of  problem  faced  by  corn  and  hogs.   At  best,  it  can  be  only  a  very 
temporary  alleviation  that  might  benefit  a  certain  group  of  farmers 
in  the  short  run,  while  hurting  distributors,  and  particularly  consumers; 
and,  in  the  longer  run,  rebound  to  the  distress  of  the  farmer  themselves. 

Yet,  we  should  not  be  surprised  that  at  sometime  in  the  not  too  distant 
future,  under  the  name  of  cooperative  bargaining,  these  types  of  coercive 
devices  which  are  equivalent  to  the  strike  will  be  encouraged,  and 
might  even  be  used.   There  might  well  even  be  some  temporary  successes. 
But  my  judgment  is  that  --  given  our  present  legislation,  institutions, 
and  political  and  economic  structure  --  these  cannot  be  more  than  very 
temporary  successes.   Holding  hogs  off  the  market,  done  sufficiently 
strongly  and  over  a  wide  enough  area,  certainly  can  affect  their 
price.   But  what  happens  when  the  question  is  raised,  "Are  those  hogs 
going  to  be  slaughtered  by  the  farmers?"   Or,  what  happens  when  the 
hogs  are  later  released  on  the  market?   These  are  the  types  of  questions 
which  have  to  be  carefully  considered, 

I  am  not  evaluating  the  organization  and  operations  of  the  National 
Farm  Organization  --  that  is  a  separate  question.   The  point  I  want  to 
make  is  that  ....  in  the  minds  of  legislatures  and  of  the  public 
there  is  not  a  sufficiently  sharply,  clearly  defined,  and  articulate 
distinction  between  the  types  of  cooperative  bargaining  associations 
in  fruits  and  vegetables  that  we  are  talking  about  here  today,  and 
the  "all-out  holding  action"  and  other  operations  envisaged  under  the 
NFO  operation.   Yet,  there  are  important  and  essential  differences. 

There  is  one  more  point  I  should  like  to  touch  upon.   It  concerns  the 
interests  of  some  of  the  cooperative  bargaining  associations  represented 
here  today.   It  is  of  importance  to  all  of  us,  particularly  those 
cooperative  bargaining  associations  that  are  involved  in  crops  for  which 
export  markets  are  important.   You  have  all  heard  about  developments 
in  the  European  Common  Market,  and  that  of  the  United  Kingdom,  which 
is  our  most  important  export  market  for  processed  fruits  and  vegetables, 
is  now  negotiating  for  entrance  into  the  Common  Market,   There  is  now 
beginning  to  crystallize  what  is  likely  to  become  a  national  debate  in 
the  real  and  better  sense  of  the  word,   A  choosing-up  of  sides  is 
already  taking  place.   The  export-import  policies  and  practices  of  this 
country  are  at  stake.   Here  are  involved  our  attitudes  toward  the 
questions  of  imports,  exports,  tariffs,  and  quotas,  and  how  trade 
agreements  are  to  be  negotiated. 
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Our  potential  exports  for  canned  fruits  and  vegetables  are  very  likely 
to  be  affected  by  what  happens  in  the  European  Common  Market.   Hence, 
the  arrangements  that  this  country  will  eventually  develop  to  meet  the 
Common  Market  situation  must  be  of  concern  to  cooperative  bargaining 
associations  dealing  with  export  commodities  in  canned  fruits  and 
vegetables.   Each  one  of  the  associations  should  begin  to  formulate 
its  own  position  at  this  stage  because,  in  the  not  too  distant  future, 
the  voice  of  the  public,  including  the  voice  of  the  farmer,  will  be 
called  upon  in  Congress.   This  is  an  area  in  which  each  cooperative 
bargaining  association,  acting  as  a  spokesman  for  its  particular  crop 
and  region,  has  a  vital  role  to  play. 

In  closing,  may  I  have  your  understanding  for  only  very  briefly 
sketching  some  notions  about  the  economic  possibilities  and  limita- 
tions of  cooperative  bargaining  associations,  particularly  those  in 
processing  fruit  and  vegetables.   The  statements  I  have  made  have  been 
generalizations  which  need  not  hold  in  all  cases;  each  of  you  must 
examine  your  own  case, 

I  have  tried  to  bring  to  your  attention  that  cooperative  bargaining 
has  not  only  potentials,  but  also  limitations.   The  limitations  are 
serious;  but  some,  although  not  all,  can  be  overcome.   For  some  crops 
the  possibilities  exist,  even  if  they  are  not  as  large  as  various 
commentators  would  like  to  see  them  or  indicate  in  public  pronouncements, 
Whether  there  are  possibilities  or  not  depends  upon  the  existence  of 
certain  economic  and  institutional  conditions  which  I  have  touched 
upon  in  terms  of  market  structure  and  supply-demand  relationships;  but 
for  the  possibilities  to  be  achieved,  the  bargainers  must  have  the 
skill  and  know-how  to  bargain.   The  potential  gains  from  cooperative 
bargaining,  even  if  less  than  some  enthusiasts  believe,  are  meaningful 
and  worthwhile  for  fruit  and  vegetable  growers. 
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Farm  bargaining  is  important  in  American  agriculture.   It  will 
almost  certainly  be  more  important  in  the  future.   Right  now, 
however,  farm  bargaining  is  bigger  than  real  life,  a  glamor  topic 
meaning  different  things  to  different  people  and  often  seeming 
to  promise  solutions  to  old  problems  without  requiring  major  adjust- 
ments on  the  part  of  farmers.   This  is  not  entirely  a  healthy  situa- 
tion.  It  contains  too  much  danger  of  unfulfilled  expectations  and 
consequent  rejection  of  methods  that  have  real  merit  only  when 
properly  used. 

Sorting  Out  Some  Ideas 

Thus  it  seems  appropriate  to  sort  out  some  ideas  about  farm  bar- 
gaining, market  power,  the  changing  structure  of  agricultural  markets, 
and  other  closely  related  topics.   I  feel  at  liberty  to  take  a  broad 
approach  to  the  subject,  for  the  remainder  of  the  program  is  devoted 
to  men  close  to  bargaining  operations  and  eminently  qualified  to  dis- 
cuss its  specifics. 

Farm  bargaining  is  any  collective  negotiation  of  terms  of  sale  by 
farmers  with  one  or  more  buyers.   Individual  farmers  bargain  in  some 
circumstances,  but  farm  bargaining  means  group  action.   A  group  of 
farmers  may  sell  collectively,  but  if  the  price  and  other  terms  of 
sale  are  established  by  the  market  or  government  order  rather  than 
by  negotiation  with  buyers,  there  is  no  bargaining.   On  the  other  hand, 
groups  of  farmers  may  negotiate  terms  of  sale  with  buyers  but  not  be 
able  to  get  nearly  the  terms  they  want.   In  this  case,  there  is  bar- 
gaining but  not  much  bargaining  power. 

Market  power  is  different  from  bargaining.   A  farm  group  may  bargain 
with  little  power.   Under  exceptional  circumstances  it  may  greatly 
change  prices  to  its  advantage  without  bargaining  --  merely  by  restrict' 
ing  supply,  for  example. 

The  Need  for  Bargaining:   Better  Prices 

I  expect  to  see  farm  bargaining  grow  because  I  think  prospective 
changes  in  agriculture  will  create  more  and  more  need  for  it.   The 
need  arises  from  two  main  sources.   First  is  farmers'  desire  to  in- 
crease farm  prices  and  to  make  them  more  stable. 
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Let  me  comment  on  price  stability  first.   Modern  farming  requires 
a  large  amount  of  capital,  uses  many  purchased  inputs,  and  operates 
on  narrowing  margins  between  selling  price  and  cash  production 
cost.   Farmers  are  less  able  today  than  they  once  were  to  cope 
with  fluctuating  prices  by  tightening  their  belts  in  adverse  times 
and  by  letting  them  out  in  good  times.   Moreover,  farmers,  like 
people  in  all  walks  of  life  in  these  affluent  days,  are  just  plain 
unwilling  to  accept  repeated  belt  tightening  as  a  way  of  life. 

Despite  farming's  growing  inability  and  unwillingness  to  live  with 
unstable  conditions,  developments  on  the  demand  side  of  the  market 
tend  to  cause  instability  to  increase.   As  incomes  of  consumers 
rise,  consumer  responsiveness  to  price  declines.   It  takes  a  larger 
reduction  in  retail  prices  to  induce  consumers  to  consume  a  surplus, 
and  it  takes  a  larger  rise  in  retail  prices  to  ration  the  available 
supply  when   a  shortage  occurs. 

Moreover,  the  spread  between  the  price  the  consumer  pays  for  farm 
products  and  the  price  the  farmer  receives  ig  widening.   Thus,  a 
given  price  change  at  retail  is  magnified  into  larger  and  larger 
percentage  changes  in  the  price  the  farmer  gets.   The  upshot  is  a 
rising  need  to  stabilize  prices  at  the  farm  level  by  some  sort  of 
purposeful  action  rather  than  by  relying  on  traditional  price- 
making  processes. 

Usually,  desire  to  raise  the  average  level  of  the  farm  price  is  an 
even  stronger  motivation  for  purposeful  action  than  is  desire  to 
make  prices  more  stable.   Farm  prices  can  be  unduly  depressed  for     j 
long  periods  of  time  when  new  technology  is  rapidly  expanding  the 
capacity  of  land  and  when  labor  is  already  committed  to  agriculture 
to  produce  for  the  market. 

This  is  by  no  means  unusual;  in  fact,  it  has  been  virtually  the 
story  of  the  farming  life.   Many  disinterested  persons  might  agree 
that  in  such  circumstances  higher  farm  prices  would  be  desirable. 

But  a  fair  price  is  hard  t'o  define.   A  strong  tendency  among  far- 
mers --  among  factory  workers,  businessmen,  college  professors, 
and  government  administrators  --  regards  a  fair  return  as,  say, 
10  percent  more  than  they  are  getting.   The  difficulty  of  defining 
a  fair  price  is  further  increased  by  the  diversity  among  farmers. 
A  price  that  would  enrich  a  farmer  with  a  large,  efficient  business 
can  well  leave  a  small,  inefficient  farmer  in  poverty.   Irrespective 
of  the  sources  of  farmers'  desire  for  higher  prices,  however,  it 
has  been  a  potent  reason  for  interest  in  purposeful  ways  of  establish- 
ing prices. 

Farm  bargaining  is  one  way  of  purposefully  establishing  prices,  but 
it  is  not  the  only  way.   Government  farm  programs  and  marketing  orders 
have  been  far  more  important  in  the  past  three  decades.   Both  bargain- 
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ing  and  government  programs  are  departures  from  the  tradition  of 
individual  selling  by  farmers  in  completely  free  markets. 

The  trend  away  from  individualism  and  pure  competition  probably 
has  many  reasons,  not  all  of  them  good.   In  part,  the  trend  reflects 
the  growing  unsuitability  of  traditional  farm  markets  and  pricing 
for  a  technologically  advanced  agriculture  in  an  industrial  economy. 

Farmers'  dissatisfaction  with  government  programs  now  prompts  them 
to  seek  their  price  objectives  through  farm  bargaining  rather  than 
the  government.  But  this  will  require  development  of  market  power 
by  farmers,  a  point  I'll  return  to  later. 

The  Need  for  Bargaining:   Market  Reorganization 

The  second  need  for  farm  bargaining  is  much  less  emphasized  than 
price  improvement  but  may  very  well  turn  out  to  be  more  important. 
You  are  all  familiar  with  developments  that  are  tending  to  produce 
some  sort  of  administrative  coordination  between  farming  on  the  one 
hand  and  processing,  distribution,  and  farm  supply  manufacturing 
on  the  other.   Vertical  integration  is  one  form  of  it,  but  several 
forms  are  possible:   Integration  by  nonfarm  firms  through  ownership, 
contracts  drawn  by  nonfarm  firms  with  farmers,  arrangements  between 
farmer  cooperatives  and  buyers  or  suppliers,  and  others. 

The  underlying  reason  for  this  trend  is  that  in  a  growing  number  of 
types  of  farming,  a  vertically  coordinated  system  can  perform  better 
than  the  conventional  one.   This  can  be  done  either  by  reducing 
costs  of  producing  the  final  product  or  by  improving  uniformity  and 
quality. 

Going  into  the  specific  reasons  for  this  would  be  time-consuming  and 
probably  would  not  tell  you  anything  you  do  not  already  know.   So  I 
shall  not  go  further  than  to  say  that  compelling  reasons  now  exist 
for  vertical  coordination  in  some  types  of  agriculture  and  that  more 
types  will  be  involved  in  the  future.   This  integration  may  not 
affect  our  great  basic  crops  for  many  years  in  the  future. 

With  one  exception,  vertical  coordination  is  very  likely  to  lead  to 
farm  bargaining.   The  exception  occurs  when  coordination  takes  the 
form  of  complete  ownership  and  control  of  farm  production  by  proces- 
sors, distributors,  or  other  nonfarm  firms. 

A  common  form  of  vertical  coordination  is  contracting  with  farmers 
by  nonfarm  firms.   As  this  form  develops,  farmers  under  contract 
have  a  stronger  than  usual  incentive  to  form  bargaining  groups  to 
try  to  improve  the  terms  on  which  they  trade.   A  number  of  nonprice 
terms  of  sale  must  be  decided.   For  example,  who  is  to  be  responsible 
for  condemned  birds  or  animals,  when  and  where  is  weighing  to  take 
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place,  how  long  a  period  are  contracts  to  cover,  and  so  on.   In 
fact,  collective  bargaining  about  several  nonprice  terms  of  sale 
makes  sense  when  sales  are  made  direct  by  producers  to  processors 
or  distributors  even  though  contractual  relationships  do  not  exist 
between  sellers  and  buyers. 

An  alternative  method  of  vertical  coordination  is  for  farmer  coop- 
eratives to  administer  the  new  production  and  marketing  arrangements. 
Cooperatives  that  do  this  must  negotiate  numerous  price  and  nonprice 
terms  of  sale  with  buyers.   A  feature  of  this  approach  is  that  the 
cooperative  may  assume  a  number  of  contractual  obligations  that  it 
can  fulfill  only  if  members  accept  considerable  discipline  about 
what,  when,  how,  and  even  how  much  they  each  are  to  deliver. 

Thus,  whether  nonfarm  firms  or  farmers  through  cooperatives  take 
the  lead  in  capitalizing  on  gains  to  be  made  from  vertical  coordin- 
ation (where  such  gains  exist),  farm  bargaining  is  likely  to  follow. 
Whether  the  initiative  is  taken  by  nonfarm  firms  or  by  farm  cooper- 
atives, however,  may  be  a  matter  of  considerable  importance  to  far- 
mers.  Farmers  are  likely  to  have  more  market  power  and  self-respect 
when  they  have  successfully  taken  the  initiative  than  when  they  are 
more  or  less  passive  signers  of  contracts  drawn  by  others. 

Farm  Bargaining  and  Market  Power 

Farm  bargaining  has  a  larger  role  to  play  than  acting  as  the  in- 
strument that  substantially  and  permanently  increases  farm  prices. 
Yet  current  farmer  interest  in  bargaining  is  based  more  on  hopes  for 
price  improvement  than  on  anything  else.   Farm  bargaining  does  not 
automatically  create  market  power  for  farmers  --  meaning,  in  this 
context,  the  power  to  influence  prices  and  other  terms  of  sale  in 
farmers '  favor. 

Much  more  market  power  is  required  to  do  some  things  than  to  do 
others.   In  virtually  all  cases,  substantially  raising  prices  for 
an  extended  period  requires  control  of  market  supply.   This  can  take 
either  or  both  of  two  forms.   One  is  disposal  control.   In  this  form 
the  group  administering  the  program  determines  how  the  product  is  to 
be  disposed  of  after  it  is  produced,  even  though  production  itself 
is  not  controlled.   The  most  common  example  is  in  fluid  milk  markets. 
There  the  classified  price  plan  permits  the  volume  of  milk  produced 
to  be  disposed  of  so  as  to  increase  its  total  value.   The  other  form 
of  supply  control  is  control  of  production  itself,  but  few  examples 
exist  outside  government  programs. 

Experience  tends  to  show  that  disposal  control  is  easier  to  accomplish 
than  production  control.   Disposal  control  is  extremely  hard  to 
achieve  except  when  production  areas  or  markets  are  geographically 
limited.   Here,  the  principal  examples  of  supply  control  depend 
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wholly  or  in  part  on  government  orders  applying  to  the  total 
supply. 

Voluntary  supply  control,  even  of  the  mild  disposal  type,  usually 
fails  because  it  is  too  easy  for  producers  to  stay  out  of  the 
program  and  obtain  its  benefits  without  bearing  any  of  its  costs 
or  obligations.   Developments  in  fluid  milk,  where  regional  coop- 
eratives are  obtaining  superpool  prices,  possibly  contradict  this 
conclusion.   But  my  impression  is  that  government  marketing  orders 
are  still  vital  to  cooperatives'  success. 

The  future  role  of  price  bargaining  of  the  kind  that  requires  con- 
trol of  market  supply  will  depend  to  some  extent  on  what  the  govern- 
ment does  to  authorize  compulsory  market -wide  controls  for  all  pro- 
ducers.  Marketing  orders  now  play  this  role  in  limited  but  important 
instances  --  mainly  in  fruits,  vegetables,  and  fluid  milk.   Proposals 
are  being  considered  for  widening  supply  control  authority  by  building 
upon  marketing  order  legislation  and  by  other  devices. 

As  agriculture  continues  to  change,  supply  control  probably  will 
become  more  rather  than  less  feasible.   Yet  even  under  the  most 
generous  enabling  legislation  for  supply  control,  I  do  not  foresee 
in  the  next  decade  effective  supply  control  for  the  great  field 
crops  or  meat  animals.   Why?   Mainly  because  of  the  large  number, 
diversity,  and  individualism  of  farmers. 

But  useful  things  can  be  done  by  bargaining  that  do  not  require  con- 
trol of  the  entire  market  supply.   A  farm  group  with  about  half  the 
total  market  supply  may  be  able  to  put  buyers  in  a  position  where 
they  find  doing  business  with  the  bargaining  group  cheaper  and 
simpler. 

This  idea  works  as  long  as  the  farm  group  does  not  demand  too  much. 
Many  nonprice  terms  of  sale  can  be  adjusted  to  suit  producers,  or 
nearly  so,  without  costing  the  buyers  much  money.   Arbitrary  pro- 
cedures by  buyers  in  dealing  with  individual  producers  can  be 
eliminated.   Prices  can  be  negotiated  by  the  bargaining  group  if 
the  resulting  prices  generally  are  realistic  --  that  is,  prices 
that  permit  the  market  to  clear  and  leave  efficient  buyers  a 
reasonable  profit.   The  bargaining  group's  hand  can  be  strengthened 
somewhat  if  the  association  can  render  services  to  buyers  of  the 
kind  I  have  discussed  as  economies  of  vertical  coordination  --  for 
example,  reduce  buyers'  procurement  costs. 

The  implication  in  this  case,  is  that  prices  are  increased  only 
modestly  at  the  most.   But  nonprice  terms,  the  security  of  individual 
producers,  and  fairness  in  the  sale  of  products  may  be  made  signifi- 
cantly more  satisfactory  to  producers.   These  gains  are  worth  getting. 
The  larger  the  bargaining  group's  market  share,  the  greater  the 
possibility  that  potential  gains  will  be  achieved. 
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But  if  an  association  tries  to  obtain  materially  higher  prices 
than  buyers  can  pay  and  still  dispose  of  all  the  supply  at  some 
profit,  something  has  to  give.   Buyers  will  not  take  all  the 
product  or  pay  all  the  price.   The  bargaining  group  cannot  use 
disposal  or  production  control  unless  it  has  virtually  100  per- 
cent of  the  supply,  and  even  then  the  control  is  likely  to  be 
undermined  eventually.   Marketing  orders  may  be  used  to  provide 
the  market-wide  control  the  bargaining  group  lacks,  though  other 
problems  may  then  arise. 

Comments  and  Conclusions 

I  should  like  to  list  in  this  final  section  of  the  paper  several 
comments  or  conclusions: 

1.  Farm  bargaining  will  increase  for  two  main  reasons: 

a.  Market  reorganization  to  gain  the  benefits  of  vertical 
coordination  will  appear  in  more  parts  of  agriculture.   Bargaining 
of  some  kind  will  be  a  natural  development  to  replace  conventional 
markets  in  the  old  system. 

b.  Farmers  will  seek  to  improve  their  terms  of  sale  in 
any  case. 

2.  The  two  reasons  for  bargaining  often  tend  to  merge  in 
actual  practice.   It  will  be  well  for  farm  groups  to  distinguish 
between  the  two  reasons  and  to  know  which  one  they  are  trying  to 
achieve.   When  the  main  opportunity  is.  to  do  a  better  marketing  job 
so  that  farmers  can  retain  their  identity  and  play  a  dec is ion -making 
role  in  a  reorganized  market,  farmers  should  not  expect  large  price 
gains.   If  they  do,  the  whole  effort  may  collapse  because  results, 
though  valuable,  fall  short  of  expectations. 

3.  Price  objectives  of  even  the  most  unified  bargaining 
groups  should  take  market  conditions  into  account  and  sometimes 
will  be  sharply  restricted  by  them.   If  demand  is  elastic,  raising 
prices  may  not  be  in  the  group's  best  interest.   The  possibility 

of  competition  from  synthetics  must  be  watched.   If  real  advantages 
from  vertical  integration  exist,  a  single-minded  insistence  on 
higher  prices  may  merely  invite  processors  or  other  nonfarm  firms 
to  move  into  production  themselves.   Bargaining  power,  if  achieved, 
should  be  used  with  discretion. 

4.  The  size  of  a  marketing  group  depends  on  what  the  group 

is  trying  to  do.   If  it  is  attempting  to  operate  an  improved  marketing 
program,  it  may  need  to  amass  only  enough  volume  to  serve  an  efficient 
processing  plant  and  will  do  best  if  it  includes  only  producers  who 
can  and  will  perform  as  the  program  requires.   But  if  the  group  is 
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primarily  after  market  power,  it  needs  a  large  market  share,  the 
larger  the  better. 

5.  Seldom  if  ever  will  strictly  voluntary  groups,  without 
the  direct  or  indirect  aid  of  marketing  orders  or  other  government 
devices,  obtain  sufficient  market  power  to  raise  prices  substantially 
for  an  extended  period  of  time.   Thus,  demands  for  more  potent 
enabling  legislation  will  continue.   It  seems  unlikely,  however, 
that  farmers  will  impose  compulsory  controls  upon  themselves  for 
products  having  nationwide  markets  and  grown  over  large  areas  -- 

the  great  field  crops  and  meat  animals,  for  example. 

6.  Market  power  applied  through  bargaining  groups,  therefore, 
cannot  handle  the  problem  of  excess  capacity  in  agriculture  or 

solve  its  major  price  problems.   If  one's  value  judgments  and  economic 
analysis  lead  him  to  the  conclusion  that  some  purposeful  way  of 
stabilizing  and  supporting  the  farm  price  structure  is  necessary, 
he  has  to  turn  to  government  programs  --  some  form  of  land  retirement, 
for  example.   Such  programs  and  bargaining  power  efforts  can  supplement 
each  other.   Bargaining  power  will  be  easier  for  egg  producers  to 
get,  for  example,  if  the  price  of  feed  is  stabilized  by  a  government 
program. 

7 .  As  bargaining  grows  and  as  farmer  cooperatives  and 
associations  become  larger,  policy  questions  about  limitations  of 
power  and  of  methods  of  exercising  it  will  become  more  important. 
This  will  show  up  in  the  form  of  debate  about  power  to  be  delegated 
to  farm  groups  in  enabling  legislation  and  in  more  attention  to 
farm  markets  by  the  antitrust  agencies. 

8.  Farm  bargaining  for  any  purpose  requires  sophistication 

on  the  part  of  farmers,  skill  on  the  part  of  management,  and  extensive 
knowledge  of  economic  facts  bearing  upon  the  particular  situations 
in  which  terms  are  being  negotiated.   When  farmers  sell  on  open 
competitive  markets,  the  wildest  misconceptions  about  how  prices  are 
made  do  farmers  little  harm,  for  they  have  no  power  over  prices. 
But  when  farmers  bargain  for  prices,  they  will  be  badly  burned  in 
one  way  or  another  if  they  do  not  know  what  they  are  doing. 
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In  the  time  we  have  this  afternoon,  we  can  at  the  most  discuss  briefly 
only  some  of  the  legal  problems.   These  fall  into  two  general  areas: 
(a)  The  relationship  between  the  bargaining  association  and  its  members; 
and  (b)  the  relationship  between  the  association  and  its  processor 
customers. 

My  comments  will  be  based  upon  the  experience  of  the  three  California 
fruit  bargaining  cooperatives  --  cling  peaches,  pears,  and  freestone 
peaches  and  to  a  lesser  extent,  the  freestone  peach  and  pear  bargaining 
Cooperatives  of  Washington  --  all  of  whom  have  substantially  similar 
legal  organizations  and  operating  procedures. 

The  legal  aspects  of  our  associations  and  their  operating  problems  must 
always  be  considered  with  our  common  objective  in  mind  --  to  develop 
responsible  and  effective  organizations  of  growers  which  have  and  deserve 
the  real  confidence  and  support  of  their  members  in  their  efforts  to 
obtain  for  their  produce  the  highest  price  which  can  be  justified  in 
the  circumstances. 

Relationship  Between  Association  and  its  Members 

Every  manager  and  director  knows  that  the  successful  bargaining  asso- 
ciation must  have  effective  bargaining  power.   To  have  such  power,  it 
must  have  a  firm  and  legally  enforceable  agreement  with  its  members. 
Otherwise,  of  course,  the  association  will  be  unable  to  achieve  stability 
in  its  own  operations  and  will  be  unable  to  honor  its  contractual 
obligations  with  processors  to  whom  it  sells  fruit. 

We  can  discuss  only  a  few  of  the  essential  elements  of  an  effective 
agreement  between  the  association  and  its  members.   As  a  starting 
point,  the  association  has  a  basic  concern  with  its  right  to  sell  the 
produce  of  its  members.   Legally,  our  associations  reserve  in  the  mem- 
bership agreement  the  authority  to  allocate  the  tonnage  signed-up  to 
those  processors  the  association  believes  would  best  serve  its 
interests . 

As  a  practical  matter,  preferences  expressed  by  the  grower  are  invariably 
honored.   Rather  than  exercise  its  legal  authority  to  disregard  these 
preferences,  association  management  prefers  to  educate  growers  to 
understand  the  importance  of  giving  the  association  enough  non- 
preferenced  fruit  so  that  it  can  have  the  necessary  bargaining  power, 
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This  longer  and  more  painful  process  will,  in  the  long  run,  pay  off  with 
better  grower  support.   Meanwhile,  however,  the  association  must 
always  have  the  power  to  disregard  these  preferences  should  the  need 
to  do  so  arise. 

The  term  of  the  membership  agreement  is,  of  course,  important  to  the 
association.   Under  California  law,  the  membership  agreement  may  pro- 
vide that  the  member  agree  to  sell  all  or  any  part  of  his  products 
exclusively  through  the  association  for  a  period  not  in  excess  of  15 
years.   However,  grower  leadership  long  ago  concluded  that  provision 
must  be  made  to  enable  members  to  withdraw  from  the  association  during 
a  specified  period  at  the  end  of  any  season,  despite  the  term  of  the 
membership  agreement. 

This  right  of  withdrawal  serves  as  a  reminder  to  the  Board  of  Directors 
and  executive  officers,  including  the  manager,  that  they  must  perform 
their  duties  in  accordance  with  the  wishes  of  the  members  of  the 
association  and  that  their  tenure  of  office  and  the  very  life  of  the 
association  depends  upon  membership  support.   The  right  of  withdrawal 
also  operates  as  a  safety  valve  and  the  experience  of  all  three  of 
the  western  associations  has  shown  that  an  extremely  small  number  of 
growers  have  taken  advantage  of  it. 

Under  the  California  Agricultural  Code,  certain  important  remedies 
have  been  made  expressly  available  to  associations  for  the  enforcement 
of  membership  agreements.   First,  the  agreement  may  now  contain  an 
enforceable  provision  for  a  penalty  or  liquidated  damages  in  the  event 
of  breach  of  contract  by  grower.   Consequently,  one  association  member- 
ship agreement  provides  that  if  a  member  neglects,  fails  or  refuses 
to  deliver  through  the  association  the  products  purchased  thereunder, 
the  member  will  pay  to  the  association  a  sum  equal  to  25  percent  of 
the  market  value  of  the  fruit  or  not  less  than  $10  a  ton  for  each 
ton  of  fruit  that  he  fails  to  deliver.   Second,  the  membership  agree- 
ment is  now  specifically  enforceable  by  the  association. 

This  means  that  if  a  member  threatens  to  refuse  to  deliver  to  the 
association  the  fruit  he  has  contracted  to  sell,  the  association  is 
entitled  upon  a  proper  showing  to  obtain  a  court  order  compelling  the 
grower  to  comply  with  the  provisions  of  his  agreement.   Such  a  court 
order  might  also  be  in  the  form  of  a  temporary  restraining  order  or 
an  injunction  enjoining  arid  restraining  a  member  from  disposing  of 
his  fruit  other  than  through  the  association  with  whom  he  signed  the 
contract. 

Generally  speaking,  none  of  these  rights,  that  is,  for  liquidated 
damages  or  a  penalty,  or  for  specific  enforcement  or  a  restraining 
order,  were  available  under  the  Common  Law.   Their  importance  to  the 
development  of  a  strong  association  is  obvious. 
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of  course,  none  of  us  likes  to  think  in  terms  of  legal  action  between 
the  association  and  its  own  members.   However,  serious  dangers  face 
a  bargaining  association  if  it  has  basic  weaknesses  in  its  contractual 
relationship  with  its  members,  or  if  its  leadership  is  reluctant  to 
see  that  the  agreements,  which  are  voluntarily  entered  into,  are 
strictly  and  impartially  enforced  with  respect  to  all  of  the  members. 

In  this  respect,  we  must  remember  that  one  of  the  possible  legal 
defenses  which  a  member  can  assert  against  an  action  to  enforce 
his  membership  agreement  is  that  the  association  has  not  treated  its 
members  in  a  uniform  and  impartial  manner.   Listen  to  the  allegations 
contained  in  a  complaint  filed  against  an  association  we  have  repre- 
sented (and  which,  incidentally,  is  not  here  today)  when  a  member  sued 
to  have  his  agreement  declared  invalid:   "Contrary  to  the  provisions 
of  the  aforesaid  marketing  agreement,  defendant  association  has 
entered  into  other  marketing  agreements  unlike  and  dissimilar  to  the 
afore  alleged  marketing  agreement  and  has  admitted  other  persons  to 
membership  upon  consideration  of  unlike  and  dissimilar  promises, 
conditions  and  provisions,  all  greatly  to  the  prejudice  of  plaintiffs," 

What  is  more,  in  that  case,  the  plaintiff's  attorney  obtained  a  court 
order  compelling  the  association  to  permit  him  to  inspect  the  mar- 
keting agreements  of  every  one  of  the  members  of  the  association. 
Fortunately,  we  were  able  to  persuade  the  Court  that  those  modifications 
which  had  been  made  were  not  of  consequence  and  that  there  had  been 
no  significant  preferential  or  partial  treatment  of  some  members  as 
compared  with  others.   From  this  experience,  however,  we  can  under- 
stand the  wisdom  of  the  warning  that  even  minor  exceptions  in  the 
membership  agreement  should  be  made  only  after  careful  consideration 
of  legal  consequences. 

Another  pitfall  in  the  pathway  of  enforceability  of  the  membership 
agreement  is  the  danger  that  the  grower  has,  perhaps  unintentionally, 
already  legally  committed  his  products  to  some  other  group.   It  is 
possible,  for  example,  that  a  grower  who  ioins  the  bargaining  coopera- 
tive has  previously  joined  some  local  fruit  exchange  or  association 
and  in  so  doing  has  subscribed  to  the  bylaws  or  membership  agree- 
ment of  such  an  organization  which  confers  upon  it  the  exclusive 
tight  to  sell  all  of  his  produce. 

Normally,  the  bylaws  of  the  local  association  will  permit  it  to  authorize 
a  grower  to  commit  his  processing  fruit  to  the  bargaining  cooperative. 
However,  this  is  always  an  area  of  concern  and  we  never  want  to  see 
the  bargaining  cooperative  in  the  position  where  it  is  unable  to  honor 
a  committment  it  has  made  with  a  processor  because  the  grower  has 
unwittingly  committed  his  fruit  elsewhere. 

Some  reference  should  be  made  in  passing  to  the  provisions  in  the 
association  bylaws  relating  to  finances.   The  five  far  western  asso- 
ciations represented  here  are  financed  in  large  part  through  the 
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collection  of  service  fees  from  processors.   These  are  paid  because 
the  processors  recognize  the  many  services  the  associations  render 
each  processor  individually,  and  industry  as  a  whole.   However,  there 
is  always  need  for  working  capital,  particularly  when  the  association 
is  in  an  organizational  stage.   Most  associations  find  it  necessary  to 
withhold  from  the  annual  sales  receipts  of  the  growers  a  certain 
portion  of  the  money  to  set  up  reasonable  reserves  for  contingencies 
which  they  cannot  always  anticipate.   In  general  State  laws  permit 
reasonable  provisions  for  reserves  and  for  broad  discretion  in  the 
board  of  directors  of  the  association  with  respect  to  the  amount 
which  can  be  held  and  the  period  of  time  in  which  it  can  be  held. 
Bylaws  and  the  membership  agreement  should  be  so  drafted  to  avail 
the  association  of  these  powers,  consistent  with  applicable  tax  laws. 

The  major  problem  today  in  the  matter  of  association  finances  lies 
with  the  taxability  of  the  sum  so  withheld  from  growers '  sales  pro- 
ceeds.  I  know  that  all  of  us  are  aware  of  the  uncertainties  that 
exist  in  the  application  of  the  Federal  income  tax  laws  to  such  with- 
holds or  retains.   I  would  like  to  point  out  that  many  States,  such 
as  California,  also  impose  corporate  income  taxes  and  the  provisions 
of  the  State  law  do  not  always  correspond  precisely  with  those  of  the 
Federal.   This  should  be  borne  in  mind  by  the  association  management 
and  considered  carefully  with  its  counsel  and  tax  advisers. 

Relationship  Between  the  Association  and  its  Processor  Customers 

Although  we  are  primarily  concerned  with  the  legal  problems  under 
State  laws  in  organizing  and  operating  bargaining  cooperatives,  no 
such  discussion  can  be  complete  without  some  reference  to  the  Federal 
antitrust  laws.   Through  the  antitrust  laws.  Congress  has  made  the 
principle  of  free  competition  the  rule,  but  it  has  also  made  certain 
exceptions  b/  granting  limited  exemptions  when  the  need  has  been 
demonstrated.   Agricultural  cooperatives  enioy  such  a  limited  exemption 
under  the  provisions  of  the  Capper  Volstead  Act  and  the  Cooperative 
Marketing  Act  of  1926.   The  limitations  on  this  exemptions  are  not 
clearly  specified  in  the  statutes  and  therefore  must  be  defined  through 
judicial  interpretation.   As  a  result,  agricultural  cooperatives  must 
be  ever  mindful  of  the  Federal  antitrust  laws  and  this  is  particularly 
true  of  bargaining  cooperatives  such  as  those  we  gathered  here  represent. 

Generally,  farmers  can  organize  agricultural  cooperatives  and  the 
cooperatives  can  even  combine  with  each  other  to  obtain  for  their 
grower  members  a  higher  return  for  their  produce.   The  antitrust 
laws,  however,  do  not  permit  the  agricultural  cooperative  to  act  in 
concert  with  non-exempt  parties,  such  as  processors,  in  matter  per- 
taining to  the  establishment  of  prices  for  the  commodity  being  purchased 
and  sold,  or  otherwise  to  restrict  competition. 


38 


We  believe  that  the  contract  now  used  by  the  Cling  Peach,  Freestone 
Peach,  and  Pear  Bargaining  Associations  on  the  West  Coast  establishes 
a  bargaining  procedure  which  enables  the  cooperatives  and  the  canners 
individually  to  settle  upon  commodity  prices  in  an  orderly  manner 
consistent  with  applicable  State  laws  and  the  Federal  antitrust  laws. 

This  contract  is  unique  in  another  respect.   It  is  an  enforceable 
contract  for  the  sale  of  fruit  in  advance  of  the  harvest,  although 
no  price  is  specified  in  it. 

As  you  may  know,  the  major  legal  obstacle  to  be  overcome  by  such  a 
contract  is  the  requirement  that  the  essential  terms  be  sufficiently 
certain.   Since  price  is  obviously  an  essential  term,  it  has  generally 
been  held  that  the  specific  price  of  the  subject  of  the  contract 
must  either  be  set  forth  in  the  contract  or  be  ascertainable  pursuant 
to  a  formula  which  is  set  forth  in  the  contract. 

On  this  theory,  canners  for  many  years  have  persuaded  growers  to  sign 
long-term,  "open-price"  contracts  under  which  the  grower  agrees  to 
sell  and  the  canner  to  purchase  the  growers'  produce  at  the  prevailing 
or  market  price  for  the  particular  season.   Such  contracts  have  long 
hindered  the  efforts  of  agricultural  producers  to  obtain  more  favorable 
prices  for  their  products.   While  they  assure  the  grower  of  a  home  for 
his  fruit  and,  of  course,  the  processor  of  his  supply,"  th^  diminish 
the  total  grower  bargaining  power  which  is  so  essential  in  working 
for  the  objective  of  a  reasonable  market  price  --  that  is,  a  price  which 
will  provide  the  grower  with  a  reasonable  return  upon  his  investment 
in  his  capital  and  his  time. 

With  the  encouragement  of  Ralph  B.  Bunje,  General  Manager  of  the 
California  Canning  Peach  Association,  Joseph  Wahrhaftig  developed 
the  concept  that  a  contract  with  canners  which  provided  that  the 
price  of  the  produce  should  be  a  "reasonable  price"  would  be  legally 
enforceable  under  recent  trends  in  the  California  law. 

The  rationale  for  this  concept  was  to  be  found  in  a  line  of  cases 
dealing  with  leases  which  contained  options  in  which  the  lessor  and 
lessee  agreed  that  the  rental  for  the  extended  period  of  their  lease 
should  be  a  "reasonable  rental."  For  many  years,  it  was  held  that 
such  options  were  not  enforceable  because  there  was  a  lack  of  certainty 
with  respect  to  the  essential  matter  of  the  amount  of  the  rental. 
In  recent  years,  the  California  courts  have  held  that  such  a  provision 
was  enforceable,  reasoning  that  the  parties,  in  drawing  up  such  an 
agreement,  had  contemplated  that  the  option  would  be  enforceable 
and  that  what  was  reasonable  could  therefore  be  determined  by  the 
court  if  the  parties  themselves  could  not  agree. 

Some  support  for  the  new  contractual  concept  can  be  found  under  the 
provisions  of  Section  1729  (4)  of  the  California  Civil  Code  which 
provides  that  where  the  price  is  not  determined  by  the  contract, 
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"the  buyer  must  pay  a  reasonable  price"  and  further  "vJhat  is  a  reason- 
able price  is  a  question  of  fact  dependent  on  the  circumstances  of 
each  particular  case." 

Needless  to  say,  neither  association  nor  processor  wishes  to  have  the 
reasonable  price  determined  by  a  court  of  law.   Consequently,  there 
are  provisions  in  the  contracts  which  have  been  executed  by  the 
majority  of  processors  of  produce  purchasing  from  the  association  each 
year,  whereunder  the  processors  agree  that  if,  within  the  time  limit 
specified,  a  sufficient  number  of  them  accept  the  price  which  the 
association  announces  as  an  opening  price,  this  price  becomes  immediately 
binding  on  all  of  the  processor  purchasers  from  the  association. 

If  the  announced  offering  prices  of  the  association  are  twice  rejected 
by  the  processors,  the  parties  are  still  not  precluded  from  agreeing 
upon  a  "reasonable  price"  provided,  of  course,  that  such  method  of 
agreement  is  consistent  with  the  antitrust  laws.   The  ever-present 
threat  of  court  action  to  determine  what  is  a  "reasonable  price" 
for  the  given  harvest  year  has  always  served  as  a  spur  to  each  side  to  be 
practical  and  reasonable  in  its  respective  position,  bearing  in 
mind  then  existing  considerations  which  affect  the  supply  and  demand 
for  the  product  being  sold  by  the  association. 

Although  processors  originally  did  not  favor  the  new  contract,  now 
after  six  years,  it  enjoys  widespread  acceptance.   Through  it,  another 
forward  step  has  been  taken  toward  stabilizing  agricultural  prices 
and  toward  recognizing  that  the  grower  is  entitled  to  a  reasonable 
return.   Enlightened  processors  realize  that  these  conditions  will 
inure  tn  their  benefit  in  the  long  run,  just  as  responsible  association 
management  recognizes  that  its  fruit  must  be  sold  for  a  price  which 
will  enable  the  processors  to  move  the  pack  and  show  a  reasonable 
return  for  themselves.   However,  I  don't  want  to  mislead  you,  contract 
or  not,  pricing  time  each  season  never  fails  to  breed  ulcers  for 
everyone  involved. 

Finally,  I  would  like  to  refer  briefly  to  the  so-called  "favored 
nation"  clauses  which  we  have  adopted  in  our  contract.   Any  processor 
who,  during  the  season,  purchases  fruit  at  a  price  higher  than  the 
contract  price  with  the  association  is  required  to  revise  the  contract 
price  upward  accordingly.   Conversely,  if  the  association  sells  any 
of  its  members '  fruit  during  the  season  at  a  price  lower  than  pre- 
viously established  contract  price,  the  reasonable  price  under  the 
association  contract  is  revised  downward.   Experience  has  proven  that 
these  provisions  are  essential  for  healthy  relations  between  the  pro- 
cessor and  the  association  and  between  the  processor  and  his  growers. 

I  will  conclude  with  this  thought.   We  lawyers  recognize  only  too  well 
that,  although  we  must  be  concerned  with  the  legal  aspects  of  such 
associations,  the  laws  themselves  are  of  importance  only  as  tools  with 
which  to  achieve  the  objectives.   The  best  of  laws  can  never  replace 
the  need  for  enlightened  leadership  by  sincere  and  dedicated  men  and 
for  genuine  support  by  the  grower  members  whom  the  association  exists 
to  serve.  40 
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LEGAL  PROBLEMS  IN  ORGANIZING  AND  OPERATING  BARGAINING  COOPERATIVES 
CONSIDERATIONS  INVOLVING  FEDERAL  LAW  .  -f— 

Raymond  J.  Mischler,  Attorney 
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U.  S.  Department  of  Agriculture 


Compared  to  the  previous  speakers,  I  am  a  complete  novice  in  the  field  of 
bargaining  cooperatives.   However,  bargaining  cooperatives,  in  common 
with  other  cooperatives,  have  to  consider  from  time  to  time  the 
application  of  Federal  laws  to  their  activities.   This  is  particularly 
true  in  two  areas:   (1)  antitrust  and  restraint  of  trade,  and  (2)  Federal 
income  tax.   Accordingly,  my  remarks  will  be  directed  to  these  particular 
aspects  in  the  hope  that  you  may  find  something  helpful  and  useful 
in  them. 

Antitrust  and  Restraint  of  Trade  Laws 

Until  enactment  of  the  Capper-Volstead  Act  in  1922  and  laws  in  every 
State  providing  especially  for  the  organization  of  farmer  cooperatives, 
such  cooperatives  frequently  encountered  restraint  of  trade  or  other 
antitrust  problems  even  in  their  organizational  phase. 

At  the  Federal  level,  the  Capper-Volstead  Act  has  made  it  clear  that 
the  elimination  of  competition  between  individual  producers,  which 
occurs  when  they  act  together  through  a  cooperative  association,  would 
not  in  and  of  itself  constitute  a  Federal  antitrust  law  violation. 
State  statutes  have  now  afforded  similar  assurance  as  respects  State 
antitrust  or  restraint  of  trade  laws. 

To  secure  the  protection  of  the  Capper-Volstead  Act,  a  cooperative 
must  be  organized  and  operated  so  as  to  come  within  its  terms,  which, 
generally  stated,  are  these: 

1.  It  must  be  composed  of  persons  engaged  in  the  production  of 
agricultural  products; 

2.  It  must  operate  on  a  mutual  basis  for  the  benefit  of  its  members 
as  producers; 

3.  It  must  not  deal  in  the  products  of  non-members  to  an  amount 
greater  in  value  than  such  as  are  handled  by  it  for  members;  and 

4.  It  must  either  allow  each  member  no  more  than  one  vote  because  of 
the  amount  of  stock  or  membership  capital  which  he  may  own,  or 
limit  its  dividends  on  stock  or  membership  capital  to  8  percent 
per  year.   It  may,  of  course,  conform  to  both  these  requirements 
if  it  wishes. 

41 


What  benefits  result  to  a  bargaining  cooperative  from  compliance 
with  the  Capper-Volstead  Act? 

All  the  answers  to  this  question  have  not  yet  been  given  through 
court  interpretation.   However,  there  are  some  benchmarks. 

First  --  as  already  stated,  the  right  to  organize  without  antitrust 
law  infringement  is  assured. 

Second  --  It  seems  reasonably  clear  that  a  Capper-Volstead  cooperative 
can  attain  a  monopoly  position  in  a  particular  area  or  product  so  long 
as  it  achieves  this  position  by  voluntary  attraction  of  membership 
and  natural  growth. 

Third  --  It  may  use  this  position  to  enhance  prices.   However,  if  the 
Secretary  of  Agriculture  has  reason  to  believe  that  prices  are  being 
"unduly  enchanced"  he  may  bring  an  administrative  proceeding  against 
the  association.   If,  following  a  hearing,  he  finds  that  the  facts 
are  as  suspected,  he  may  issue  an  order  directing  the  association  to 
cease  and  desist  from  monopolization  or  restraint  of  trade.   The 
Attorney  General  may  institute  court  proceedings  to  enforce  the  Secretary's 
order. 

Fourth  --  A  Capper-Volstead  cooperative  may  cooperate  with  other  Capper- 
Volstead  cooperatives  or  individual  farmers  who  are  members  of  such 
other  cooperatives  in  establishing  prices.   This  ruling  was  made  in  a 
recent  criminal  case,  decided  in  October  1956,  which  the  Department  of 
Justice  had  brought  against  the  Maryland  and  Virginia  Milk  Producers 
Association,  Inc.,  of  Washington,  D.  C,  and  the  Maryland  Cooperative 
Milk  Producers,  Inc.,  of  Baltimore,  Maryland. 

It  is  well  to  remember  that  this  was  a  district  court  decision  in  a 
criminal  case  which  was  not  subiect  to  appeal.   Nevertheless,  the 
reasoning  of  the  court  may  have  considerable  influence  on  other  courts. 
(Incidentally,  the  Department  of  Justice  has  since  filed  a  civil  complaint 
against  the  Maryland  and  Virginia  Association  charging  several  Sherman 
Act  violations  including  this  same  one  of  conspiracy  to  fix  prices, 
so  the  issue  should  not  be  considered  finally  settled. ) 

Fifth  --  A  marketing  cooperative  may  require  purchasers  to  obtain  their 
full  supply  from  the  association,  where  the  contracts  are  reasonably 
ancillary  to  achievement  of  the  cooperative's  legitimate'  marketing 
ob  jectives. 

Finally ,  and  speaking  more  generally,  the  association  may  do  what  any 
other  business  may  do  in  carrying  on  its  legitimate  objectives  and 
it  may  enter  into  the  necessary  contracts  and  agreements  to  achieve 
its  legitimate  objectives  so  long  as  it  does  not  use  illegal  or  unfair 
methods,  or  does  not  use  a  legal  device  with  an  improper  or  illegal  intent. 
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What  about  the  other  side  of  the  coin?  What  actions  are  in  violation 
of  Capper-Volstead?   As  indicated,  the  Act  does  not  give  a  cooperative 
complete  immunity  from  the  restraints  of  the  Sherman  Antitrust  Act  or 
the  prohibitions  of  the  laws  administered  by  the  Federal  Trade 
Commission. 

In  the  first  place,  the  Borden  case,  decided  by  the  Supreme  Court 
in  1939,  makes  it  clear  that  the  Capper-Volstead  Act  does  not  give  a 
cooperative  association  immunity  from  the  antitrust  laws  when  it  combines 
with  non-cooperative  business  groups  to  engage  in  activity  in  violation 
of  these  laws. 

Suppose  the  normal  market  for  members  of  Co-op  X  is  to  sell  to  processors 
A,  B,  C,  and  D.   May  the  management  of  Co-op  X  get  together  in  a 
single  meeting  with  A,  B,  C,  and  D,  discuss  the  prices  to  be  paid,  and 
reach  a  mutual  agreement  that  A,  B,  C,  and  D  will  all  pay  the  same  price 
to  the  members  of  X?   I  think  the  answer  is  probably,  "No."   Such  an 
arrangement  would  be  the  same  in  legal  effect  as  though  the  processors 
(without  the  participation  of  X)  were  to  agree  on  the  price  to  be  paid 
by  them.   Several  cases  have  held  that  a  combination  between  dealers 
fixing  the  price  to  be  paid  by  them  or  restricting  their  bidding  is 
invalid. 

A  suit  was  brought  against  a  milk  cooperative  and  some  handlers  charging 
a  violation  such  as  I  have  described.   The  case  against  the  cooperative 
manager  was  dismissed  because  the  evidence  showed  he  did  not  bargain 
with  the  handlers  --  nor  did  they  agree.   At  the  meeting  which  admittedly 
took  place,  he  merely  announced  a  take- it  or  leave- it  price.   A  com- 
plaint brought  by  the  Federal  Trade  Commission  against  an  apple  trade 
association  and  several  processors,  including  a  cooperative  processor, 
charged  a  conspiracy  to  fix  prices.   It  was  dismissed  for  lack  of  evi- 
dence.  These  cases  demonstrate,  however,  the  thinking  of  the  Department 
of  Justice  and  the  Federal  Trade  Commission. 

There  are  other  areas  of  questionable  legality  in  which  a  bargaining 
cooperative  conceivably  might  become  involved.   None  of  these  have 
been  covered  by  specific  court  decisions.   However,  the  Report  of  the 
Attorney  General's  National  Committee  to  Study  the  Antitrust  Laws 
suggests  rather  pointedly  that  cooperatives  are  not  free  to  engage  in 
"concerted  restriction  on  agricultural  output,  coercion  of  competitors 
or  customers,  and  monopoly  power  either  achieved  by  means  not  within 
Capper-Volstead  Section  1  or  used  to  'unduly  enhance'  prices  under 
that  Act's  Section  2." 

Apart  from  the  Capper-Volstead  Act,  there  is  a  less  frequently  cited, 
but  nevertheless  important,  special  provision  in  section  5  of  the  Coopera- 
tive Marketing  Act  of  1926.   (7U.S.C.455)  This  provision  should  be 
especially  helpful  to  bargaining  cooperatives.   It  confers  broad 
authority  on  agricultural  producers  and  their  cooperative  associations 
to  acquire  and  exchange  information  "past,  present,  and  prospective" 
pertaining  to  the  production  and  marketing  of  crops. 
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Federal  Taxes 

I  shall  now  turn,  briefly,  to  the  subject  of  Federal  taxes.   You  are 
all  aware,  I  am  sure,  that  unless  you  secure  a  letter  from  the  local 
Collector  of  Internal  Revenue,  indicating  that  your  cooperative  is 
organized  and  operating  so  as  to  comply  with  section  5  21  of  the  Internal 
Revenue  Code  of  1954  (or  have  such  a  letter  issued  under  prior 
equivalent  Code  sections),  your  cooperative  is  not  entitled  to  the 
special  tax  treatment  provided  in  section  522  of  the  Code. 

• 
If  you  qualify,  you  may  operate  so  as  to  have  little  or  no  taxable 
income.   Even  if  you  do  not  qualify,  you  may  exclude  from  gross  income 
any  sums  which  the  cooperative  is  under  a  prior  mandatory  obligation 
to  distribute  to  its  patrons.   Whether  the  cooperative  qualified  or 
not,  it  is  taxable  on  earnings  which  it  retains  and  treats  as  its  own. 

I  wish  to  emphasize  only  two  points  in  this  connection  -- 

1.  If  you  have  a  letter  from  the  local  Collector  of  Internal  Revenue, 
make  sure  that  you  understand  the  limitations  imposed  on  your 
operations  by  section  5  21  of  the  Code  and  then  so  conduct  your 
operations  as  to  keep  them  within  the  statutory  requirements. 
These  requirements,  for  the  most  part,  do  not  extend  beyond  the 
basic  principles  of  sound  cooperative  organization  which  has 
evolved  through  the  experience  of  many  years.   Accordingly, 
especially  in  a  bargaining  cooperative,  adherence  to  these  re- 
quirements should  not  prove  too  difficult. 

2.  Whether  or  not  your  operations  qualify  under  section  521,  it  is 
of  the  utmost  importance  that  the  cooperative's  prior  mandatory 
obligation  to  distribute  patronage  refunds  be  clearly  and  un- 
equivo.cably  expressed  in  its  corporate  papers. 


Editor's  Note:   Mr.  Mischeler's  comments  with  respect  to  Section  521 
are  still  applicable  today  even  though  the  Revenue  Act  of  1962  re- 
pealed Section  5  22  and  added  a  new  Subchapter  T  (Sections  1381-3, 
1385  and  1388)  to  the  Code.   These  provisions  should  be  consulted 
for  the  present  tax  treatment  applicable  to  cooperatives  and  their 
patrons. 
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Marketing  agreements  and  marketing  orders  have  been  operating  in  the 
United  States  for  nearly  25  years.   Many  programs  have  been  started; 
many  have  dropped  by  the  wayside.   They  have  had  their  ups  and  downs, 
are  popular  in  some  areas  and  with  some  producers,  are  rejected  by 
others.   Generally  speaking,  the  types  of  activity  and  methods  of 
regulation  under  marketing  orders  have  been  expanded  over  the  years 
by  amendments  and  interpretation  by  court  decisions.   Today  there  are 
35  marketing  agreement  programs  in  effect  for  fruits  and  vegetables 
covering  20  States  and  27  commodities. 

For  fruits  and  vegetables  there  is  no  statutory  authority  in  the  Federal 
Agricultural  Marketing  Agreement  Act  to  fix  or  regulate  prices.   The 
only  regulations  authorized  are  those  governing  the  control  of  grade, 
size,  quality,  maturity,  quantity,  and  pooling  or  surplus  control  of 
the  commodities  concerned.   In  addition,  regulations  may  be  under- 
taken for  pack  and  containers  and  for  engaging  in  research  and  develop- 
ment work. 

Inasmuch  as  there  is  no  authority  to  regulate  price,  and  no  authority 
for  bargaining,  per  se,  marketing  orders  in  and  of  themselves  are 
likely  to  be  of  little  use  to  bargaining  organizations.   The 
operation  of  marketing  orders  may  be  a  valuable  adjunct  to  an  improved 
marketing  program.   The  California  cling  peach  industry  has  operated 
a  marketing  order  as  well  as  engaged  in  bargaining. 

In  the  bargaining  picture,  the  concern  seems  to  be  primarily  with 
bargaining  with  processors.   Of  the  20-odd  bargaining  cooperatives  in 
the  fruit  and  vegetable  industry,  all  are  involved  in  bargaining  for 
price  or  services  with  canners  or  freezers.   The  Agricultural  Marketing 
Agreement  Act  contains  no  authority  for  regulating  commodities  for 
canning  and  freezing  (with  limited  exceptions);  therefore,  marketing 
orders  in  this  area  are  not  available.   There  have  been  many  attempts 
over  the  past  20  years  to  amend  the  Federal  Act  to  include  fruits 
and  vegetables  for  canning  and  freezing,  but  such  attempts  have  failed. 

Marketing  orders  may  be  issued  for  olives  and  asparagus  for  canning 
or  freezing  and  for  grapefruit  under  certain  limited  conditions. 
Proposed  amendments  to  the  Act  to  include  cranberries  in  this  category 
are  now  before  Congress.   Several  States  have  enacted  authority  for 
marketing  orders  and  some  of  these,  notably  California,  contain  authority 
for  the  regulation  of  processed  fruits  and  vegetables. 
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While  there  has  been  a  great  deal  of  interest  and  some  agitation  con- 
cerning the  regulation  of  fruits  and  vegetables  for  canning  and 
freezing,  apparently  little  attention  has  been  given  to  what  would 
be  done  under  such  a  program.   It  seems  to  me  that  if  this  matter 
IS  to  be  pursued,  further,  attention  should  be  given  to  working  out 
not  only  the  general  objectives  of  such  a  program  but  some  of  the 
details  of  how  operations  would  be  undertaken.   Many  proponents 
of  marketing  order  programs  have  the  idea  or  the  hope  that  through 
the  operation  of  a  marketing  order  coordination  can  be  obtained 
among  all  producing  areas.   It  seems  doubtful  that  it  would  be 
possible  to  include  any  extended  production  area  under  such  a  program 
because  of  the  differences  in  seasons,  differences  in  varieties 
differences  in  type  of  product,  and  differences  in  outlets  of  the 
commodity.   We  have  found  it  extremely  difficult  to  obtain  any  high 
degree  of  coordination  between  areas  producing  the  same  type   and 
even  the  same  variety,  of  a  commodity  for  the  fresh  market. 

It  has  been  said  that  one  of  the  objectives  of  obtaining  marketing 
orders  for  the  purpose  of  bargaining  is  to  force  all  producers  into 
the  program  and  thereby  require  support  from  100  percent  of  the  in- 
dustry.  Cooperation  cannot  always  be  obtained  through  this  type  of 
operation.   Marketing  orders  are  rather  widely  used  in  the  Dominion 
of  Canada  where  price  fixing  and  the  like  can  be  engaged  in  on  an 
industry-wide  compulsory  basis.   Apparently  it  is  very  popular  and 
well  accepted  in  some  areas;  not  so  popular  in  other  areas.   I  think 
It  can  be  said  that  the  Canadians  are  more  accustomed  to,  and 
sympathetic  with,  regulation  than  are  producers  in  the  United  States. 

In  the  final  analysis,  it  seems  to  me  that,  to  engage  in  bargaining 
activities  on  a  successful  basis,  a  good  measure  of  education  is 
required.   Not  only  is  it  essential  that  producers  understand  and 
accept  the  objectives  of  such  a  program,  but  they  must  be  so  imbued 
with  the  idea  and  attributes  of  the  bargaining  system  as  to  stay 
hitched  irrespective  of  the  enticements  to  do  otherwise.   Bargaining 
requires  real  missionary  work  on  behalf  of  the  producer  leaders,  and 
zeal  and  enthusiasm  to  sell  the  program  on  the  basis  of  its  value 
to  producers. 


46 


13th  Conference, 
1969 


^        ADMINISTRATION  OF  S„109    Jc      ^ 

Robert  D.  Harris 
Executive  Assistant  to  the  Administrator 
Farmer  Cooperative  Service 
U.  S.  Department  of  Agriculture 


I'm  going  to  explain  how  the 'Agricultural  Fair  Practices  Act  of  1967  ,, 
(S,109)  will  be  handled  in  the  Farmer  Cooperative  Service  (FCS).    ~  i' 

First,  exactly  what  is  S. 109  as  it  now  appears,  the  U.  S.  Department 
of  Agriculture's  role,  and  more  specifically  FCS's  role  in  administer- 
ing the  Act. 

How  S.109  Now  Appears 

Let's  take  a  look  more  specifically  at  the  Act,  both  in  concept  and 
in  reality.   From  the  inquiries  received  over  the  last  few  months, 
we  find  widely  differing  views  as  to  what  S.109  really  is. 

For  example,  a  woman  hog  farmer  from  North  Carolina  had  the  following 
to  say,  "I  was  so  happy  to  learn  about  the  Fair  Practices  Act  and  I 
believe  it  will  be  very  helpful  for  the  farmers.   I  have  hoped  for 
this  information  for  a  long  time.   We  have  needed  this  Act  enforced 
on  the  people  who  take  advantage  of  farmers.   I,  for  one,  am  thankful 
and  believe  you  will  check  into  this  matter. "  Her  complaint  --  improper 
weights  at  a  livestock  market  and  questionable  docking  of  livestock. 

I  called  on  Packers  and  Stockyards  Administration  to  look  into  this 
situation.   They  had  an  investigator  on  the  scene  within  a  week. 

Inquiries  have  suggested  that  the  Act  would  enable  us  to  take  a  leader- 
ship role  in  the  search  for  violators  of  S.109,  and,  upon  the  initiative 
of  USDA,  ask  the  U.  S.  Attorney  General  to  take  action  on  behalf  of 
the  producers.   One  individual  requested  that  the  Act  be  used  in  a 
matter  that  has  been  before  the  courts  for  four  or  five  years,  in  hopes 
of  finally  bringing  this  particular  case  to  a  head.   So  as  you  can 
see,  the  envisioned  utility  of  the  Act  is  quite  broad  and  diverse. 

In  comparing  agricultural  bargaining  to  a  baseball  game,  there  are  those 
who  envision  S.109  as  a  "30-game  winner"  on  the  mound  taking  an  active 
and  aggressive  part  in  the  bargaining  game.   Still  others  would 
envision  it  as  a  mighty  "400  hitter"  at  the  plate  slugging  out  home 
runs  to  put  fear  and  supreme  respect  into  the  opposition,   A  third 
group  sees  the  Fair  Practices  Act  as  the  umpire  behind  the  plate 
constantly  referring  to  the  rule  book  and  calling  the  balls  and 
strikes. 
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A  rule  book  for  the  game  has  not  been  writeen  and  until  court  pro- 
ceedings and  cases  have  been  presented,  the  rules  will  not  be 
written.   Frankly,  at  this  early  stage,  the  Fair  Practices  Act  is 
quite  inanimate.   It  presently  is  no  more  effective  than  the  outfield 
foul  post  --  distinguishing  between  fair  and  foul  hits. 

Hopefully  the  Act  has  narrowed  the  field  of  fair  play  down  to  a  90- 
degree  arc  that  helps  to  distinguish  between  fair  and  foul  practices 
Its  mere  presence  may  cause  handlers  to  try  to  keep  the  ball  in  plav* 
be  reviewing  their  stance  in  dealing  with  producers.   For  example 
they  may  want  to  review  their  contracts  with  producers  to  see  that 
they  do  not  contain  provisions  prohibited  under  S. 109. 

Avenues  for  Using  S.  109 

Let's_examine_the  S. 109  avenues  open  to  producers  and  their  associations. 
It  s  interesting  to  note  that  in  the  Act's  1,200  words  the  Secretary 
of  Agriculture  is  mentioned  only  once  and  this  is  under  enforcement 
Section  6.   But  this  is  as  it  should  be.   It  was  meant  to  be  a 
readily  available  instrument  to  be  used  by  producers  and  not  an 
instrument  of  government. 

For  example,  Section  6(a)  indicates  that  where  any  handler  has  engaged 
in  or  where  reasonable  grounds  exist  to  believe  than  any  handler  is 
about  to  engage  in  an  act  or  practice  prohibited  by  Section  4  a  civil 
action  for  preventive  relief  including  an  application  for  a  permanent 
or  temporary  injunction,  restraining  order,  or  other  order  may  be 
instituted  by  the  person  aggrieved. 

Please  note  that  the  Department  of  Agriculture  has  not  been  mentioned 
m  this  section.   It  further  states  that  in  any  action  commenced 
pursuant  hereto,  the  court  in  its  discretion  may  allow  the  prevailing 
party  a  reasonable  attorney's  fee  as  part  of  the  cost. 

The  court  may  provide  that  no  restraining  order  or  preliminary  injunction 
shall  be  issued  except  upon  the  giving  of  security  by  the  applicant  in 
such  sum  as  the  court  deems  proper.   Here  again,  I  emphasize  that  the 
court  may  and  then  again  emphasize  that  the  sum  will  be  determined  by 
that  court.  ^ 

Section  6(b)  of  the  enforcement  area  is  where  we  come  into  the  picture 
Vhenever  the  Secretary  of  Agriculture  has  reasonable  cause  to  believe' 
that  any  handler,  or  group  of  handlers,  has  engaged  in  any  act  or 
practice  prohibited  by  Section  4,  he  may  request  to  the  Attorney  General 
to  bring  civil  action  in  his  behalf  in  the  appropriate  district  court 
of  the  United  States  by  filing  with  it  a  complaint  (1)  setting  forth 
facts  pertaining  to  such  act  or  practice,  and  (2)  requesting  such 
preventive  relief,  including  an  application  for  a  permanent  or  tem- 
porary injunction,  restraining  order,  or  other  order  against  the 
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handler,  or  handlers,  responsible  for  such  acts  or  practices.  Upon 
receipt  of  such  request,  the  Attorney  General  is  authorized  to  file 
such  complaint," 

This  is  our  responsibility  as  delegated  to  us  by  the  Secretary  of 
Agriculture,   We  will  accept  complaints  from  producers,  industry, 
farm  organizations,  from  other  departments  or  agencies  within  govern- 
ment. State  governments,  or  from  the  Secretary, 

Before  going  into  detail  about  how  we  propose  to  handle  such  claims 
let  me  go  on  to  the  third  and  final  section  on  the  enforcement. 
Paragraph  (c).   "Any  person  injured  in  his  business  or  property  by 
reason  of  any  violation  of,  or  combination  or  conspiracy  to  violate, 
any  provision  of  Section  4  of  this  Act  may  sue  therefor  in  the 
appropriate  district  court  of  the  United  States  without  respect  to 
the  amount  in  controversy,  and  shall  recover  damages  sustained  ,  ,  ." 

From  these  three  subsections  you  can  see  that  under  the  enforcement 
provisions  there  are  two  means  by  which  the  individual  producers, 
the  producer  organization  or  others  can  proceed  through  the  courts  to 
get  necessary  preventive  relief  or  reimbursement  for  damages.   So 
action  can  be  initiated  directly  through  the  court  or  through  the 
Department  of  Agriculture, 

Now  to  the  Department's  role  and  specifically  to  FCS's  handling  of 
Section  6(b)  enforcement, 

FCS  Role 

After  FCS  was  delegated  this  responsibility,  some  very  important 
decisions  within  FCS  had  to  be  made  as  to  where  this  responsibility 
would  be  located. 

As  most  of  you  realize,  FCS  has  had  three  basic  functions  --  one  is 
the  advisory  service  work  headed  by  Assistant  Administrator, 
J.  Kenneth  Samuels,   The  second  program  is  specialized  cooperative 
research  headed  by  Homer  J,  Preston,  and  the  third  area  headed  by 
Job  K.  Savage  is  cooperative  development. 

The  big  question  was  x^/here  in  this  organization  should  the  Act  be 
handled.   We  felt  it  best  to  centrally  locate  the  responsibility  for 
handling  the  Act  in  the  Administrator's  office. 

Consequently,  all  FCS  staff,  other  than  those  directly  responsible 
for  the  Fair  Practices  Act,  are  instructed  to  refer  any  questions 
or  inquiries  directly  to  the  Administrator's  office.   Our  staff 
specialists  will  be  consulted  as  to  the  type  and  acceptance  of  certain 
marketing  practices  or  questions  that  come  up  but  they  will  not  be 
burdened  with  the  Fair  Practices  Act  duties. 
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Mission-oriented  programs  have  become  the  "in  thing"  throughout 
government  in  the  1960 's.   Much  of  this  resulted  from  Robert  MacNamara's 
undertakings  in  the  Defense  Department  with  the  establishment  of 
PPB:   The  Planning,  Programming,  and  Budgeting  system.   Later  the 
civilian  departments  adopted  this  system. 

Under  PPB,  the  first  thing  that  an  agency  or  department  does  is  to 
set  down  the  agencies  objectives  and  mission.   Then  each  program  is 
viewed  in  terms  of  meeting  the  designated  objectives  and  of  fulfilling 
the  agency's  mission. 

We  believe  that  the  assignment  of  the  Act  to  FCS  fits  well  with  the 
agency's  mission  and  objectives.   Although  FCS  is  not  steeped  in  regu- 
latory experience,  it  subscribes  to  objectives  and  pursues  those 
objectives  which  coincide  with  the  purpose  of  the  Act,   FCS's  major 
mission  is  to  improve  farm  income  and  rural  living  through  more 
effective  use  of  cooperatives.   One  of  the  objectives  under  the  program, 
to  improve  farm  income  includes  the  enhancement  of  farmer  bargaining 
power.   Ideally  S.109  will  lead  to  (1)  improved  incomes  for  producers 
and  (2)  enhancing  farmer  bargaining  power.   We  shall  administer  the 
Agricultural  Fair  Practices  Act  within  these  parameters.   Our  objective 
is  not  to  prosecute  handlers  but  to  increase  farmer  bargaining  power 
and  to  increase  farm  income. 

If  we  ask  what  the  Act  offers  in  contrast  to  other  regulatory  or 
administrative  tools  within  the  Department,  it  would  be  one  single 
thing:   The  injunctive  powers  --  the  speed  at  which  we  can  get  results. 
Consequently,  it  is  our  intention  to  set  up  a  system  of  handling 
claims  in  as  rapid  a  manner  as  possible.   I  look  back  to  my  home  area 
near  Toledo,  Ohio,  and  the  incidents  which  occurred  there  with  the 
tomato  growers  back  in  the  mid-50 's.   We  saw  that  the  primary  deterrent 
to  justice  for  these  producers  was  the  lack  of  speed.   Farmers  cannot 
afford  to  wait  years  or  even  months  for  results. 

Claim  Handling  Procedures 

Now  let's  look  at  the  step  by  step  procedure  of  handling  claims. 
First  of  all,  we  notify  the  Secretary  on  a  bi-weekly  basis  of  sig- 
nificant claims.   When  a  claim  is  received  in  FCS  we  make  routine 
checks  on  the  accused  and  accuser  through  various  sources  in  the 
Department  --  or  even  outside  the  Department. 

We  also  review  our  own  files  to  see  if  there  are  any  pending  or  previous 
claims  against  a  handler  or  whether  any  department  or  agency  within 
the  department  has  claims  pending.   We  identify  the  information  needed 
from  the  accuser  to  substantiate  the  claim.   We  obtain  technical  data 
from  Department  commodity  and  marketing  specialists  as  needed. 
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Types  of  Claims 

After  we  have  sufficient  information  on  the  claim,  it  is  classified 
into  one  of  four  basic  categories.   The  first  such  category  is  called 
"reasonable  cause  not  yet  established."   In  other  words,  we've  received 
insufficient  data  to  substantiate  a  violation.   It  is  very  important 
that  claims  submitted  to  us  be  as  complete  as  possible  --  including 
names,  addresses,  and  detailed  descriptions  of  violations. 

At  this  point,  we  turn  to  the  Department's  Office  of  Inspector  General, 
(OIG) ,  and  ask  them  to  investigate  and  give  us  a  report,   FCS  will 
not  employ  its  own  investigators.   A  slight  reorganization  in  the 
Department  placed  most  investigative  units  with  a  few  minor  exceptions 
in  a  central  place  within  the  Department. 

Consequently,  it  is  our  responsibility  to  very  specifically  identify 
the  types  and  the  possible  sources  of  information  we  need.   It  is 
OIG's  investigators'  responsibility  to  acquire  this  information  for 
us. 

We  then  review  the  investigative  report  with  OIG.   If  the  information 
indicates  a  violation  of  the  Act,  we  then  draft  a  brief  for  the 
Attorney  General.   If  at  this  point  we  cannot  establish  reasonable 
cause,  we  will  reply  to  the  person  claiming  the  violation.   In  our 
request  for  action  by  the  Attorney  General,  the  law  requires  that  we: 
(1)  Identify  the  violation,  (2)  present  evidence,  and  (3)  recommend 
preventive  relief  and  corrective  action. 

The  second  classification  of  claims  is  "reasonable  cause  established." 
These  claims  will  probably  be  very  few.   In  such  a  case,  attorneys 
for  the  producers  or  cooperatives  have  already  established  the  facts, 
and  we  would  have  a  documented  case  handed  to  us.   We  would  then  check 
this  out  with  the  OIG,  and  draft  our  brief  or  request  for  action  to 
the  Attorney  General,  here,  again  identifying  the  violation,  presenting 
the  evidence,  and  recommending  relief. 

The  third  classification  would  be  "no  reasonable  cause  evident,"   In 
this  case  when  we  have  made  our  information  checks,  run  our  preliminary 
investigation  and  reasonable  cause  is  not  evident,  we  will  reply  to 
the  accuser.   Here  again,  we  check  with  General  Counsel  and  indicate 
that  we  cannot  substantiate  or  establish  grounds. 

In  any  of  these  cases  where  ground  has  not  been  established  by  the 
Department,  the  producers  still  have  the  alternative  of  taking  their 
claims  to  the  courts,  as  indicated  in  Section  6(a)  or  6(c)  of  the  Act. 
The  latter  type  of  case,  "no  reasonable  cause  evident,"  might  include 
misclaims  --  similar  to  the  hog  farmer  incident  I  mentioned  earlier. 
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FCS  Gears  Up  for  S.109 

FCS  has  not  received  additional  resources  to  handle  S.109  in  the 
current  budget  year.   However,  we  have  employed  one  person  to  help 
with  this  effort.   He  is  Nate  Drown,  who  hails  from  Vermont ,  holds 
a  Masters  in  Economics  from  the  University  of  Maryland,  and  is 
co-author  of  a  recent  publication  entitled  Institutional  Changes 
Affecting  Milk  Marketing  Practices  in  the  Washington,  D.  C.  Area. 

This  background  will  be  most  useful  in  his  assignment,  as  over  70 
percent  of  the  inquiries  received  so  far  involve  dairymen. 

We  have  requested  funds  in  fiscal  1970  to  handle  inquiries  and  claims 
under  the  Act.   We  have  in  draft  stage  a  general  leaflet  informing 
producers  on  how  to  file  claims  under  the  Fair  Practices  Act.   We  also 
will  have  a  similar  item  appearing  in  the  Federal  Register,  hopefully 
today. 

To  summarize  the  handling  of  claims,  I  wish  to  reemphasize  that  our 
major  stress  will  be  on  speed.   Although  we  have  been  asked  to  review 
contracts  or  marketing  agreements  to  see  if  there  is  any  apparent 
violation  in  these,  we  do  not  have  the  resources  to  conduct  such 
reviews. 

In  closing,  let  me  re-state  part  of  the  legislative  findings  and  the 
declaration  of  policy  from  the  Act.   "Because  agricultural  products 
are  produced  by  numerous  individual  farmers,  the  marketing  and  bar- 
gaining position  of  individual  farmers  will  be  adversely  affected 
unless  they  are  free  to  join  together  voluntarily  in  cooperative  or- 
ganizations as  authorized  by  law.   Interference  with  this  right  is 
contrary  to  the  public  interest  and  adversely  affects  the  free  and 
orderly  flow  of  goods  in  interstate  and  foreign  commerce," 

"It  is  therefore  declared  to  be  the  policy  of  Congress  and  the  purpose 
of  this  Act  to  establish  standard  Fair  Practices  required  of  handlers 
in  their  dealings  with  agricultural  products." 

I  ask  your  cooperation  and  support  in  seeing  that  --  this  instrument  -- 
this  tool  --  this  Act  is  employed  for  this  purpose.   Some  of  the 
inquiries  we  have  received  thus  far  are  somewhat  alarming.   There 
are  those  who  want  to  employ  the  Act  to  resolve  the  age-old  problem 
of  membership  pirating. 

We  must  not  allow  the  Act  to  be  regulated  to  this  type  of  weaponry 
function.   We  must  see  that  it  is  utilized  to  strengthen  the  producers' 
position  in  the  marketplace,  improve  producer  income,  improve  the 
environment  for  bargaining  association  development,  and  firmly  establish 
those  standards  of  fair  practices  which  are  to  be  followed. 
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14th  Conference, 
1970 


COOPERATIVE  BARGAINING  RESPONSIBILITIES  UNDER 
ANTITRUST  AND  THE  FEDERAL  TRADE  COMMISSION  ACT  \^ 

Everette  Maclntyre,  Commissioner 
Federal  Trade  Commission 


To  understand  the  responsibilities  of  cooperatives  under  our 
antitrust  laws  one  should  consider  the  situation  prompting  cer- 
tain exemptions  for  labor  unions  and  agricultural  cooperatives 
from  those  laws.   There  is  need  for  a  rough  equality  in  the 
buying  and  selling  sides  of  the  market  if  the  impersonal  forces 
of  competition  are  to  effectively  regulate  the  market.   It  is 
this  truism  which  suggests  the  function  of  the  agricultural 
cooperative  in  our  economy. 

Generally,  such  a  balance  was  not  found  in  the  course  of  nego- 
tiations by  labor  for  wages  or  by  agricultural  producers  in  the 
marketing  of  agricultural  products.   Prior  to  the  enactment  of 
the  Sherman  Antitrust  Act  in  1890,  there  existed  large  concen- 
trations of  economic  power  through  consolidations  of  industrial 
corporations.   Such  concentration  did  not  vanish  under  antitrust. 
Indeed,  it  grew. 

The  result  was  that  the  bargaining  power  of  labor  and  farmers  was 
out  of  balance  with  that  of  those  who  were  purchasing  labor  and 
agricultural  products.   Individually  the  unorganized  millions  of 
wage  earners  and  farmers  in  their  quest  for  fair  wages  and  prices 
found  the  real  bargaining  power  was  on  the  opposite  side  of  the 
bargaining  table. 

Moreover,  labor  leaders  and  agricultural  producers  were  alarmed 
by  the  early  interpretations  of  the  antitrust  laws.   As  associa- 
tions of  labor  and  farmers  formed  to  enhance  the  bargaining  power 
of  their  members,  it  appeared  they  would  be  regarded  as  combina- 
tions in  restraint  of  trade  in  violation  of  the  antitrust  laws. 

Congress,  to  allay  this  anxiety,  passed  a  number  of  statutes 
designed  to  provide  cooperatives  exemption  from  the  antitrust 
laws.   The  first  step  was  the  enactment  of  Section  6  of  the 
Clayton  Act  in  1914i/  which  provided,  essentially,  that  the 
antitrust  laws  were  not  to  be  construed  as  forbidding  the  opera- 
tion of  non-stock  labor  or  agricultural  organizations  instituted 
for  mutual  help  and  that  such  organizations  should  not  be  held 
as  illegal  combinations  or  conspiracies  under  the  antitrust  laws. 
The  general  belief,  however,  was  that  this  legislation  did  not 


y   38  Stat.  731  (1914),  15  U.S.C.  17  (1958) 
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completely  and  effectively  assure  farmers  of  the  right  to  form 
marketing  cooperatives.  — ' 

Farm  groups,  in  consequence,  brought  considerable  pressure  on 
Congress  to  clarify  the  situation  with  further  legislative  enact- 
ment.  As  a  result,  the  Capper-Volstead  Act  ±1    was  passed  in 
1922.   This  law  did  not  grant  complete  immunity  to  agricultural 
cooperative  associations.   While  it  reaffirmed  the  right  of 
farmers  to  associate,  it  embraced  only  those  cooperatives  en- 
gaged in  marketing  agricultural  products  and  it  failed  to  explicitly 
define  the  extent  of  the  exemption  granted  to  those  associations. 

However,  three  leading  Supreme  Court  decisions  appear  to  have 
clarified,  to  a  considerable  extent,  the  meaning  and  the  limits 
placed  upon  these  exemptions.   These  cases  were  United  States  v. 
Borden  Co.  ft' ,  Maryland  &  Virginia  Milk  Producers  Association  v. 
United  States  ^/  and  Sunkist  Growers,  Inc.  v. Winckler  &  Smith 
Citrus  Products  Co.  £/ 

In  the  Borden  case  the  Court  held  that  Capper-Volstead  does  not 
authorize  combinations  or  conspiracies  on  the  part  of  cooperatives 
which  restrain  trade  in  contravention  of  Section  1  of  the  Sherman 
Act  with  persons  outside  the  producer  cooperative.   In  short,  the 
decision  formulated  what  may  be  described  as  the  "other  persons" 
rule.   That  decision  terminated  with  finality  the  notion  that 
Capper-Volstead  cooperatives  enjoyed  absolute  immunity  from  anti- 
trust prosecution. 

The  Maryland  &  Virginia  Milk  Producers  Association  case  -^'  is 
significant  because,  among  other  activities,  it  dealt  with  the 
acquisition  by  a  producer's  cooperative  of  Embassy  Dairy,  a  milk 
distributor  in  the  Washington,  D.  C.  metropolitan  area  — '  .   The 
defendant  cooperative  was  charged  with  monopolization  and  a 


1/   Mischler,  Ray,  Agricultural  Cooperative  Law,  30  Rocky  Mt . 
L.  Rev.,  381,  392  (1958).   Congress  itself  was  not  unanimous 
on  the  scope  of  the  exemption,  which  was  not  defined  with 
precision  by  the  statute.   Comment,  43  Neb.  L.  Rev.  73, 
76-77  (1963). 

3/  42  Stat.  388  (1922),  7  U.S.C.  291-292  (1958). 
4/  308  U.S.  188  (1939). 
5/  362  U.S.  458  (1960). 
6/  370  U.S.  19  (1962). 
]_/    Supra,  n .  5 . 

8^/  The  defendant  cooperative  purchased  the  area's  largest  milk 
distributor,  Embassy  Dairy.   The  defendant,  which  was  not  in- 
volved in  either  milk  distribution  or  processing,  controlled 
80  to  85  percent  of  the  area's  milk  supply.   Embassy's  share 
of  the  milk  distribution  in  the  market  was  10  percent. 
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conspiracy  to  eliminate  competition  in  violation  of  Sections 
2  and  3  of  the  Sherman  Act  and  with  violating  Section  7  of  the 
Clayton  Act  by  the  purchase  of  Embassy's  assets.   The  complaint 
further  alleged  that  the  association  had  engaged  in  a  wide 
variety  of  predatory  and  coercive  activities. 

In  answer,  the  defendant  asserted  it  had  complete  antitrust 
immunity  against  these  charges  under  Section  6  of  the  Clayton 
Act  and  Sections  1  and  2  of  the  Capper-Volstead  Act. 

The  Court  rejected  this  defense.  %l      Significantly,  in  construing 
Section  6  of  the  Clayton  Act  and  the  Capper-Volstead  Act,  it 
stressed  that  both  statutes  had  been  enacted  to  enable  coopera- 
tives to  carry  out  the  legitimate  objects  of  farm  organization; 
viz,  to  market  their  products  collectively  through  joint  market- 
ing agencies.   The  Court  held  it  was  not  the  Congressional  de- 
sire to  give  cooperatives  unrestricted  power  to  restrain  trade 
or  to  achieve  monopoly  by  preying  on  independent  producers, 
processors  or  dealers. 

In  short,  the  Court  in  this  proceeding  articulated  what  may  be 
characterized  as  the  "legitimate  objects"  test,  limiting  the 
immunity  to  those  activities  which  the  statutory  exemptions 
were  designed  to  protect.   It  should  be  noted,  however,  that 
the  Court  did  not  rule,  and  had  no  occasion  for  ruling,  that 
a  cooperative  may  not  obtain  complete  monopoly  power  in  the 
economic  sense  as  long  as  it  does  so  solely  through  those  steps 
involving  cooperative  purchasing  and  selling  unaccompanied  by 
predatory  practices  of  bad  faith  use  of  otherwise  legitimate 
devices.  ±0/ 

In  the  case  of  the  Section  7  charge,  the  district  court  had 
rejected  the  contention  that  the  acquisitions  were  beyond  the 
scope  of  the  merger  statute  by  virtue  of  the  Capper-Volstead 
proviso  empowering  a  cooperative  to  make  contracts  and  agree- 
ments necessary  to  effectuate  the  association's  purpose.   It 
held  that  repeal  of  one  statute  by  another  by  implication  is 
not  favored.  11/   The  Supreme  Court  affirmed,  holding  that  under 
Section  7,  contrary  to  the  association's  position,  the  Secretary 

9/  It  ruled  Sections  2  and  3  of  the  Sherman  Act  overlapped  and 
t"hat  its  reasoning  in  Borden  -  that  the  defense  was  not  absolute 
under  Section  1  -  applies  with  equal  force  to  Sections  2  and  3. 
10/  Cf.,  Cape  Cod  Food  Products  v.  National  Cranberry  Association, 
1T9  F.  Supp.  900,  907  (D.  Mass.  1954). 

11/  167  F.  Supp.  45  (D.D.C.  1958).   Judge  Holtzoff  further  stated 
he  had  no  doubt  the  cooperative  was  subject  to  the  jurisdication 
of  the  Federal  Trade  Commission  and  consequently  within  the  terms 
of  Section  7,  as  amended. 

55 


of  Agriculture  had  no  statutory  authority  to  approve  an 
acquisition  as  a  "marketing  agreement." 

It  is  interesting  to  note,  however,  that  the  Section  3  Sherman 
Act  and  Section  7  Clayton  Act  charges  were  considered  on  the 
same  evidence.   A  crucial  element  in  the  charge  of  concerted 
action  was  the  purchase  contract  containing  provisions  requiring 
the  sellers  to  refrain  from  competing  in  the  area  for  a  number 
of  years  and  to  persuade  their  former  suppliers  to  either  join 
the  association  or  to  avoid  the  Washington  market.   The  applica- 
tion of  the  "legitimate  objects  doctrine"  by  the  Supreme  Court 
to  the  Section  3  charge  holding  the  purchasing  contract  "as  a 
weapon  to  restrain  and  suppress"  competition  seems  equally 
applicable  to  the  Section  7  count. 

The  Maryland  Se  Virginia  decision  has  been  described  as  standing 
for  the  proposition  that  acquisition  agreements  involving  non- 
Capper-Volstead  firms  are  necessarily  outside  of  the  scope  of 
the  immunity  provided  by  the  statute  _' .   I  am  not  fully  per- 
suaded the  decision  went  that  far  L±'  .      Obviously,  this  is  an 
important  question  in  the  light  of  the  recommendations  by  many 
authorities  that  cooperatives  increase  their  bargaining  position 
by  growth  through  integration.   Much  of  this  might  be  expected 
to  come  through  merger  and  acquisition.   It  may  be  argued  that 
the  Supreme  Court,  in  Maryland  6e  Virginia,  implicitly  applied 
the  "other  persons"  rule  to  the  Section  7  charge. 

It  seems  plain,  however,  that  in  their  disposition  of  the  claim 
for  immunity  with  respect  to  the  acquisition,  both  the  trial 
court  and  the  Supreme  Court  were  influenced  by  the  fact  that  the 
proposed  merger  was  inextricably  involved  with  predatory  action 
not  calculated  to  further  the  legitimate  objects  of  the  cooper- 
ative . 

In  short,  I  am  not  sure  that  Maryland  &  Virginia  necessarily 
stands  for  the  proposition  that  the  acquisition  by  a  cooperative 
of  a  non-Capper-Volstead  corporation  will  never  come  within  the 
scope  of  the  exemption.   The  Supreme  Court,  it  should  be  noted, 
in  this  connection  has  stated,  somewhat  enigmatically,  that  the 


12/  E.g.,  Stark,  "Capper-Volstead  Revisited,"  American  Cooperation, 
American  Institute  of  Cooperation  (1960).   453,  464;  Comment,  43 
Neb.  L.  Rev.  73,  95  (1963);  cf . ,  Saunders,  The  Status  of  Agricultural 
Cooperatives  Under  the  Antitrust  Laws,  20  Fed.  B.J.  35,  53  (1960). 
13/  The  district  court  decision,  insofar  as  it  applied  to  the 
Borden  "other  persons"  rule,  in  my  opinion  largely  confined  that 
rule  to  the  Sherman  Act  charges.   On  review  the  Supreme  Court  did 
not  explicitly  apply  the  Borden  rule  to  the  merger  situation. 
167  F.  Supp.  45,  52,  53  (D.D.C.  1958). 
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purchase  of  the  assets  of  a  non-Capper-Volstead  corporation  simply 
for  business  use,  without  more,  often  would  be  permitted  and  would 
be  lawful  under  Capper-Volstead. 

It  seems  to  me  that  the  acquisition  of  the  assets  of  a  non-Capper- 
Volstead  corporation  by  a  qualified  cooperative  might  well  be 
sheltered  by  the  exemption,  provided  that  under  the  facts  of  the 
particular  case  such  acquisitions  could  be  brought  within  the 
language  of  the  Capper-Volstead  proviso  immunizing  contracts  and 
agreements  necessary  for  the  processing,  handling,  and  marketing 
of  members'  products.   At  any  rate,  I  agree  with  the  observation 
that  on  the  basis  of  the  Maryland  &  Virginia  decision,  it  seems 
that  the  intent  behind  the  acuisition  may  be  a  more  significant 
factor  for  evaluating  the  mergers  undertaken  by  a  cooperative 
than  in  the  case  of  an  ordinary  business  corporation  jA' • 

Following  the  decision  of  the  Supreme  Court  in  the  Maryland  & 
Virginia  case,  farm  leaders  in  and  out  of  Congress  became  so  con- 
cerned about  the  application  of  the  anti-merger  law  to  cooperative 
bargaining  associations  that  bills  were  drafted  and  introduced 
which  specified  that  notwithstanding  the  antitrust  laws,  federa- 
tions of  cooperative  bargaining  associations  were  to  be  considered 
as  legal  and  in  keeping  with  public  policy.   None  of  these  bills 
generated  substantial  support  and  they  failed  of  passage. 

Federated  marketing  agencies  formed  from  a  federation  of  agricul- 
tural cooperatives  were  not  specifically  authorized  by  the  law 
but  it  was  generally  assumed  that  such  federations  were  exempt.  ±2.' 
While  the  concern  generated  by  the  decision  of  the  Court  in  the 
Maryland  &  Virginia  case  was  still  uppermost  in  the  minds  of  farm 
leaders,  this  question  regarding  the  legal  status  of  federations 
of  cooperative  bargaining  associations  was  specifically  ruled 
upon  by  the  Supreme  Court  in  196  2. 


14/  Stark,  Capper-Volstead  Revisited,  supra,  n.  12. 

15/  "...  Obviously,  it  is  convenient,  if  not  indeed  necessary,  to 
any  effective  cooperative  association,  that  local  associations  should 
act  through  centralized  marketing  agencies  .  .  .  (S)uch  methods  of 
cooperation  and  association  between  agricultural  producers  were 
intended  to  be  authorized  under  the  very  broad  language  of  this 
statute  (Capper-Volstead)."   36  Ops.  Att'y.  Gen.  326,  339-40 
(1930);  see  also.  Cooperative  Marketing  Act,  44  Stat.  802  (1926), 
7  U.S.C.  453  (a)  (1958).   See  also  Noakes,  Exemption  for 
Cooperatives,  19  A.B.A.  Antitrust  Section,  407,  418  (1961); 
Mischler,  Agricultural  Cooperative  Law,  30  Rocky  Mt .  L.  Rev.  381, 
394;  Att'y.  Gen.  Nat ' 1  Comm. ,  Antitrust  Law  Rep.  308  (1955); 
Jensen,  The  Bill  of  Rights  of  U.  S.  Cooperative  Agriculture,  20 
Rocky  Mt.  L.  Rev.  181,  190  (1948). 
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In  that  instance  the  Court  held  that  farmer  cooperatives  are 
not  subject  to  the  same  antitrust  restrictions  under  the  intra- 
enterprise  conspiracy  theory  as  are  ordinary  business  corporations 
and  their  subsidiaries. 

Reversing  the  Ninth  Circuit  _16/  a  unanimous  Supreme  Court,  in  the 
Sunkist  case  iZ',  held  the  antitrust  laws  inapplicable  to  the 
agreements  between  a  citrus  growers'  cooperative,  a  subsidiary  non- 
profit stock  corporation,  and  another  stock  company  owned  by  local 
associations  and  members  of  the  parent  cooperative.   The  Court  held 
that  Section  6  of  the  Clayton  Act  and  the  Capper-Volstead  Act  allowed 
a  cooperative  to  form  a  single  entity  to  handle  collectively  all  the 
processing  and  marketing  of  citrus  fruits.  1^'   Ruling  that  the 
statutory  exemption  applied,  the  Court  treated  the  three  separate 
legal  entities  as  a  single  cooperative  organization,  stating: 

.  .  .  To  hold  otherwise  would  be  to  impose  grave  legal 
consequences  upon  organizational  distinctions  that  are 
of  de_  minimis  meaning  and  effect  to  these  growers  who 
have  banded  together  for  processing  and  marketing  pur- 
poses within  the  purview  of  the  Clayton  and  Capper- 
Volstead  Acts  .  .  . 

In  addition  to  the  antitrust  laws,  there  is  the  Federal  Trade  Commis- 
sion Act  which  provides  that  unfair  methods  of  competition  and  unfair 
or  deceptive  acts  or  practices  in  commerce  are  unlawful.   When  the 
Federal  Trade  Commission  has  reason  to  believe  that  the  statute  has 
been  violated,  it  shall  issue  a  complaint  and  where  well  founded, 
issue  a  cease  and  desist  order  to  enjoin  such  practices. 

Now  what  does  this  mean  for  cooperative  associations?   To  the  extent 
that  the  Federal  Trade  Commission  Act  prohibits  combinations  in 
restraint  of  trade,  agricultural  cooperative  bargaining  organizations 
organized  under  the  Capper-Volstead  Act  are  exempted  to  the  same 
extent  that  they  are  exempted  from  provisions  of  the  antitrust  laws. 
However,  where  such  associations  go  beyond  the  exemption  and  engage 
in  deceptive,  fraudulent,  oppossive  or  other  unfair  acts  of  practices 
contrary  to  public  policy,  they  would  be  in  violation  of  the  Federal 
Trade  Commission  Act,  notwithstanding  the  Capper-Volstead  Act. 

Take,  for  example,  a  number  of  activities  allegedly  utilized  by  the 
Maryland  &  Virginia  Milk  Producers  Association  in  competition  with 


16/  Sunkist  Growers,  Inc.  v.  Winckler  &  Smith  Citrus  Products  Co., 

284  F.  2nd  1  (9th  Cir.  1960),  rev'd  370  U.S.  19  (1962). 

17/  Supra,  n.  6. 

18/  ".  .  .  The  language  of  the  Capper-Volstead  Act  is  specific  in 

permitting  concerted  efforts  by  farmers  in  the  processing,  preparing 

for  market,  and  marketing  of  their  products  ..."   Id.  at  12. 


other  producers  and  their  associations,  including  attempts  to 
boycott  and  to  interfere  with  the  marketing  of  competitors'  products. 
They  v/ould  have  been  in  violation  of  the  Federal  Trade  Commission 
Act  just  as  they  were  found  to  have  violated  the  Sherman  Act.   Like- 
wise, if  deception  had  been  used,  it  would  have  violated  the  Federal 
Trade  Commission  Act,  even  though  it  perhaps  would  not  have  violated 
the  antitrust  laws. 

In  conclusion,  I  must  agree  that  the  cooperative's  role  in  the 
economy  requires  reassessment.   A  recent  editorial  in  the  December 
1969  issue  of  Southern  Planter  has  succinctly  described  agricul- 
ture's current  dilemma  in  the  following  terms: 

Farmers  look  with  envy  at  the  labor  unions'  and  industry's 
ability  to  increase  wages  and  prices  as  need  arises.   In 
turn,  he  looks  on  his  farm  organizations  in  apathy  with 
their  inability  even  to  hold  status  quo,  although  many  farm 
commodities  are  cheaper  now  than  20  years  ago.   (Albert  D. 
Eure,  Southern  Planter,  November -Dec ember  1969). 

The  economy,  as  we  all  know,  is  changing  rapidly  and  many  students 
of  the  economic  scene  are  calling  for  a  reassessment  of  the  role 
of  the  cooperative  if  it  is  to  play  the  function  assigned  to  it 
for  the  benefit  of  its  members  and  the  economy  at  large.   It  has 
been  noted  on  more  than  one  occasion  that  the  relatively  small 
size  of  many  of  the  agricultural  cooperatives  when  compared  with 
the  forces  with  which  they  must  contend  in  the  marketing  of  the 
products  of  their  members,  find  it  increasingly  difficult  to 
perform  the  role  assigned  to  them.   This  view  has  apparently 
impressed  a  number  of  people  in  the  highest  government  positions 
and  has  received  significant  support  from  them.   For  example. 
President  Johnson  in  his  agricultural  economic  message  to  Congress 
in  1964  had  advocated  the  strengthening  of  cooperatives.   He 
stated  that: 

.  .  .  Farmers  should  be  encouraged  to  maintain  their  position 
in  the  marketplace  through  their  own  efforts,  and  to  utilize 
cooperative  organizations  for  this  purpose  .  .  . 

Significantly,  he  added  that: 

.  .  .  New  legislation  is  needed  to  clarify  the  right  of 

cooperatives  to  expand  their  operations  by  merger  and 

...  1  Q  / 

acquisition  .  .  .  ±^' 


19/  Agricultural  Economy-Message  from  the  President,  110  Cong. 
Rec.  1398  (88th  Cong.,  2d  Sess.,  January  31,  1964). 
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This  support  has  resulted  in  some  legislation.   In  April  of  1968 
there  was  enacted  Public  Law  90-288,  "An  Act  to  Prohibit  Certain 
Unfair  Trade  Practices  Affecting  Producers  of  Agricultural  Pro- 
ducts and  for  Other  Purposes,"   Soon  it  was  recognized  that  even 
this  legislation  would  not  accomplish  all  its  sponsors  had  in- 
tended and  Senator  Aiken,  on  May  23,  1969,  introduced  S.  2225  in 
the  91st  Congress  to  strengthen  voluntary  agricultural  organizations 
so  as  to  provide  for  the  more  orderly  marketing  of  agricultural 
products.   This  would,  in  effect,  be  an  amendment  to  Public  Law 
90-288  by  making  it  unlawful  for  marketers  to  interfere  with 
agricultural  cooperative  bargaining  associations  in  their  efforts 
to  market  agricultural  products.   That  Bill  has  not  been  reported 
out  of  Committee,  although  hearings  were  held  on  it  December  9, 
1969.   Some  farm  leaders  have  stated  that  neither  it  nor  Public 
Law  90-288  provide  sufficient  and  clear  protections  and  exemptions 
for  agricultural  cooperative  bargaining  associations.   Perhaps, 
however,  out  of  the  current  concern  with  the  farmers'  problems 
there  will  develop  additional  legislation  which  will  serve  to 
enhance  agricultural  bargaining  cooperative  power,  vis-a-vis, 
the  opposite  bargaining  power. 
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1st  Conference, 
1957 


HOW  WE  ORGANIZED  FOR  BARGAINING  --  AN  ESTABLISHED  FRUIT 
BARGAINING  COOPERATIVE  ,  > 

Ralph  B.  Bunje,  Manager 
California  Canning  Peach  Association 
San  Francisco,  Calif. 

The  first  organized  bargaining  association  in  cling  peaches  goes  back 
a  good  many  years.   In  fact,  I  believe  it  was  some  sS  years  f go  that 
the  fxrst  peach  bargaining  association  vas  formed.   This  LsocLtion 
had  operated  for  about  10  years  when  it  got  into  some  per^^nn^l 
difficulties.   It  was  re-organized  in  1936  and  has,  for  the  past  20  years 
grown  and  prospered  under  the  direction  of  the  pre;ent  sponso"'    ' 

tnnn!r°'''f '°"  ^.""^11   Controls  approximately  42  percent  of  the  total 
tonnage  and  nearly  60  percent  of  the  available  tonnage.   It  should  be 
borne  m  mmd  that  a  substantial  quantity  of  peaches  in  California 
HV.lT.l  P^°^^!^°^-  themselves  and  another  substantial  portion 

IS  handled  by  cooperative  associations  who  process  their  own  peaches. 

^^^•'°S'f  ^  K^^^  ^^^"  assigned  to  talk  with  you  about  is  how  we  or- 
ganized for  bargaining.   Actually,  what  history  I  could  find  is  not   " 
too  clear.   I  think  it  can  be  pointed  out  that  some  of  the  problems 
the  peach  growers  faced  in  the  twenties  are  not  unlike  some  of  the 

are  f^inr^di;:  "'°  '''    '"^^^^^^^'  ^"  '^^^"^  ^^^^^^^"^  associations 

History  of  Bargaining 

Peaches  were  a  commodity  that  had  one  principal  outlet  -  95  percent 
of  those  sold  went  to  canneries.   Growers  discovered  that  the  influences 
and  factors  which  determined  the  price  for  cling  peaches  were  fre- 
quently not  even  related  to  the  basic  laws  of  supply  and  demand. 

Many  other  factors  were  involved  -  such  as  the  ability  of  the  processors 
to  finance  their  operations.   There  were  such  problems  as  "open  price" 
contracts.   Many  processors  were  interested  in  preserving  their  own 
position  on  the  market  by  paying  different  prices  to  different  growers 
Certainly  the  cling  peach  growers  in  those  early  days  faced  a  very 
complicated  and  unfortunate  situation.   The  results  were  that  it  was 
not  too  difficult  to  interest  these  growers  in  forming  a  bargaining 
association,  iscia.iij.iig 

Unfortunately,  the  first  association  ran  into  difficulties  and  growers 
telt  reorganization  was  necessary.   A  new  organization  was  formed 
and  that  is  the  one  which  has  operated  during  these  past  20  years 
We  need  to  examine  the  nature  of  bargaining  to  learn  why  such  or-' 
ganizations  are  formed  in  the  first  place. 
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In  a  profit  system,  the  grower  is  as  much  entitled  to  earn  a  proft  as 
the  processor  to  vjhom  he  sells.   One  of  the  means  by  which  he  can 
-assure  himself  of  a  reasonable  profit,  in  most  years,  is  by  the 
development  of  a  bargaining  association  such  as  ours. 

There  are  some  commodities  that  have  considerable  portions  of  their 
output  handled  by  fully  integrated  cooperatives.   Where  such  situations 
exist,  naturally  there  is  not  the  need  for  a  bargaining  association. 
There  would  be  no  place,  for  example,  in  the  citrus  industry  in  Cali- 
fornia where  cooperatives  handle  a  substantial  portion  of  the  total 
fruit  in  the  State.   Likewise,  in  the  case  of  walnut  growers  or  almond 
growers,  or  possibly  prune  growers.   But  where  you  do  not  have  an 
integrated  cooperative  that  is  in  itself  a  very  strong  factor  in  the 
field,  then  there  may  be  a  real  place  for  a  bargaining  association. 

Take  our  own  case,  for  example.   The  fact  that  there  is  an  organized 
bargaining  association  has  been  most  helpful  to  the  members  of  the 
integrated  cooperative  associations  because  the  integrated  cooperatives 
are  able  to  return  to  their  members  more  than  a  good  price  and  not 
iust  more  than  a  poor  price.   The  market  is  stabilized  through  the 
operation  of  a  bargaining  association  such  as  ours. 

When  the  first  association  was  formed,  the  need  was  so  strong,  and  the 
desire  on  the  part  of  the  growers  was  so  well  expressed  that  there 
was  enough  leadership  that  they  could  go  ahead. 

Organizing  Associations 

A  recently  formed  bargaining  association  is  the  California  Canning 
Pear  Association.   While  only  a  few  years  old,  it  has,  nevertheless, 
made  very  fine  progress.   It  has  performed  an  outstanding  job  for  the 
pear  growers  in  California  --  in  fact,  on  the  West  Coast.   It  is 
under  the  capable  management  of  one  of  the  people  from  whom  you  will 
hear  today  or  tomorrow  --  Cameron  Girton.   I  am  going  to  tell  you 
something  about  how  they  were  organized  because  I  fortunately  had  the 
pleasure  of  being  associated  with  their  development. 

California  Canning  Fear  Association 

The  California  Canning  Pear  Association  was  fortunate  in  that  they 
had  a  pear  grower  by  the  name  of  Jack  Z.  Anderson  who  is  now  an  assistant 
to  President  Eisenhower,   Jack  Anderson  had  the  courage,  he  had  the 
interest,  and  he  had  the  time  to  devote  to  the  idea  of  developing  a 
bargaining  association  among  pear  growers. 

Jack  used  a  device  that  I  would  like  to  tell  you  about:   it  was  a  chart 
we  had  prepared  for  our  own  members.   It  showed  that  the  average  per 
acre  return  to  the  growers  of  peaches  was  better  than  that  received 
for  Bartlett  pears  and  apricots.   Naturally,  we  had  prepared  the  chart 
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for  our  own  use  because  it  showed  that  as  a  result  of  the  operation  of 
the  California  Canning  Peach  Association  the  growers  of  cling  peaches 
enioyed  a  higher  per  acre  return  than  the  other  growers.   When  Jack 
saw  this  chart  he  used  it  for  his  theme.   He  demonstrated,  in  this 
fashion,  that  organizing  a  bargaining  association  paid  off  for  the 
growers.   He  visited  every  pear  growing  district  in  the  State  of 
California.   He  told  his  message  and,  as  a  result  of  this  work,  a 
form  contract  was  prepared  that  in  effect  enabled  a  pear  grower  to 
say  that  when  and  if  a  certain  minimum  tonnage  of  canning  pears  had 
been  signed  up  on  similar  contracts  the  organization  would  be 
formally  organized. 

Jack  and  some  of  the  other  pear  growers  then  went  to  the  Bank  of 
America,  in  California.   After  explaining  what  they  had  in  mind, 
explaining  their  objectives,  and  telling  what  they  hoped  to  accomplish, 
they  were  able  to  get  an  advance  from  the  Bank  to  start  the  organization. 
It  wasn't  long  before  a  sufficient  amount  of  tonnage  was  signed  up, 
a  manager  was  hired,  the  money  borrowed  from  the  Bank,  and  the  Calif- 
ornia Canning  Pear  Association  was  in  business. 

The  board  of  directors  was  then  introduced  to  some  of  the  difficult 
economic  problems  that  go  along  with  such  an  organization.   They 
sat  down  with  economists  from  the  Giannini  Foundation  of  Agricultural 
Economics,  they  learned  about  the  influences  that  various  economic 
conditions  might  have  upon  price,  and  they  began  to  examine  the  im- 
portance of  naming  the  best  prices  that  could  be  justified  by  economic 
conditions.   They  began  to  think  in  terms  of  accurate  appraisals  of 
total  supply  that  could  be  expected  to  be  sold  to  processors;  they  sat 
down  with  individual  processors  and  heard  themselves  castigated  and 
praised  and  talked  about,  and  in  the  end  they  came  out  with  what  they 
believed  to  be  a  reasonable  price  for  their  production. 

They  formed  the  contracts  that  were  necessary  and  were  able,  over  a 
period  of  years,  to  get  them  whipped  into  shape  so  they  had  an 
acceptable  contract  for  both  growers  and  canners ,  and  today  we  find 
they  are  a  well  respected,  well  liked,  and  highly  thought  of  organization. 
Certainly  a  great  deal  of  credit  goes  to  the  people  who  had  the 
perseverance,  patience  and  interest  to  stay  with  it  to  see  it  to 
success. 

California  Freestone  Peach  Association 

A  similar  story  can  be  told  about  the  growth  and  development  of  the 
California  Freestone  Peach  Association.   Tony  Powell,  a  farmer  in  the 
great  Central  V"lley,  took  it  upon  himself,  just  as  Jack  Anderson  did, 
to  carry  the  message  to  freestone  growers  all  over  the  State.   Meetings 
were  held,  a  minimum  base  was  decided  upon  and  when  this  was  reached 
they  were  able  to  borrow  the  money  from  a  bank  to  get  into  business. 
They  hired  a  manager  and  now  they,  too,  are  a  successful  operating 
bargaining  association. 
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This  same  story  can  be  told  of  the  Pear  Association  in  the  northwest 
and  the  Freestone  Association  in  the  northwest. 

All  of  them  started  out  with  people  devoted  to  the  idea  that  they 
could  be  organized,  people  who  were  looking  for  the  facts,  people 
who  were  trying  to  do  a  real  job  for  their  commodity  and  for  their 
fellow  growers.   Actually,  it  sounds  easy  but  there  was  a  lot  of  hard 
work  on  the  part  of  these  people  in  setting  up  these  organizations. 

I  think  it  is  most  important  to  remind  you  that  they  didn't  fool 
themselves.   They  were  dealing  with  facts.   They  went  to  their  customers 
and  told  them  what  they  were  going  to  do,  how  they  intended  to  do  it, 
pointed  out  to  them  that  there  were  certain  natural  limitations 
upon  what  they  could  do.   They  knew  they  couldn't  name  prices  for 
their  commodities  that  would  be  inconsistent  with  the  economics  of 
today,  but  they  felt  they  were  entitled  to  a  reasonable  and  fair  price 
for  their  production. 

Sure  they  had  opposition.   They  had  opposition  from  buyers,  they  had 
opposition  from  growers,  they  had  opposition  from  many  people,  but, 
nevertheless,  their  basic  idea  was  sound.   They  were  striving  to 
bring  stability  into  the  industry. 

How  Bargaining  Associations  Help 

It  has  been  our  experience  that  most  processors  don't  really  want  to 
pay  low  prices  for  the  commodities  they  buy.   They  would  like  to  pay 
growers  reasonable  prices,  but  put  yourself  in  their  position.   A 
processor  has  to  compete  in  the  market  place  with  other  processors. 
You  may  be  a  processor  capable,  willing  and  intending  to  pay  growers 
a  fair  and  reasonable  price  but  I  may  be  your  competitor.   I  may  not 
have  quite  the  good  intentions  you  do.   I  am  able,  through  circumstances, 
to  buy  my  fruits  or  vegetables,  perhaps  in  another  area,  at  prices 
much  lower  than  you  can.   Naturally,  I  am  going  to  try  to  take  some 
of  your  markets  away  from  you  so  we  find  the  situation  in  which  this 
competitive  relationship  works  back  to  the  grower.   Naturally,  the 
canner  who  is  losing  the  market  is  going  to  try  to  protect  himself 
so  he  is  forced  to  go  out  and  buy  his  raw  commodity  at  prices  that 
are  less  than  what  he  may  have  paid  other  growers. 

We  find  then  that  influences  come  into  play  that  cause  the  processors , 
in  many  cases ,  or  buyers ,  to  buy  from  some  growers  at  good  prices , 
other  growers  at  just  middling  prices,  and  then  they  try  to  fill  in 
the  competitive  problems  by  paying  other  growers  distress  prices. 

This  is  not  a  constructive  move,  this  is  not  something  that  makes  it 
possible  for  many  growers  to  operate  at  a  profit.   We  find  that  bar- 
gaining associations  can  overcome  this  with  uniform  contracts.   They 
can  adopt  uniform  methods  of  dealing  with  buyers.   They  may  become 
a  factory  in  the  market  and,  as  a  result,  prevent  a  distressed  market 
situation. 
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Our  experience  with  bargaining  associations  shows  they  don't  work 
against  something,  they  work  for  something  and  that  "for  something" 
is  to  return  a  profit  to  the  producer.   In  our  own  instance,  we  have 
come  a  long  way.   We  are  now  supporting  Marketing  Orders  under  State 
laws  that  permit  growers  to  take  care  of  their  surpluses.   We  have  a 
comprehensive  advertising  and  sales  promotion  program  and  a  quality 
control  program.   All  are  operating  under  Marketing  Orders  and  are 
administered  by  growers  in  cooperation  with  processors.   Bargaining 
cooperatives  make  it  possible  for  other  growers  to  develop  similar 
programs  designed  to  maintain  good  and  substantial  prices  for  their 
commodities. 

Summary 

Summing  up  I  would  tell  you  this.   Bargaining  associations  are  not  new, 
they  are  quite  old.   Many  of  the  techniques  now  in  use  are  new.   The 
techniques,  for  example,  that  have  been  developed  on  the  West  Coast  -- 
such  as  term  contracts  under  which  we  are  able  to  market  our  commodity 
for  a  number  of  years  without  specifying  a  price.   The  idea  of  paying 
for  our  organization  through  the  operation  of  Service  Charges.   All 
of  these  points  I  believe  are  helpful  to  us  in  our  operations.   It 
takes  a  lot  of  work  and  it  takes  a  lot  of  skill.   The  idea,  in  some 
cases,  has  to  overcome  much  opposition  but  if  the  need  is  there  we  can 
say  to  you  who  have  not  been  through  this  that  it  can  be  done;  it  can 
be  done  in  a  most  successful  manner;  and  it  must  be  done  by  the 
growers.   The  grower  must  fully  and  completely  run  his  own  organization. 
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4th  Conference, 
1960 


THE  COLLECTION  AND  ANALYSIS  OF  ECONOMIC  AND 
MARKETING  INFORMATION  FOR  EFFECTIVE  NEGOTIATION  /  _y 

Franklin  H.  Graf,  Executive  Vice  President 
A.  C.  Nielsen  Company 
Chicago,  111. 

I  have  been  asked  to  comment  today  on  the  collection  and  analysis  of 
marketing  information  as  it  may  affect  your  bargaining  position,   I 
am  happy  to  try,  but  I  must  confess  I've  had  a  tough  time  deciding 
how  and  where  to  begin. 

Data  Availability 

The  problem  is  complicated  by  the  fact  that  there  are  sources  of  mar- 
keting information  almost  too  numerous  to  mention.   At  the  latest 
count  there  were  over  200  professional  marketing  research  firms  in  the 
country  who  advertised  willingness  to  furnish  various  and  sundry 
kinds  of  information  for  a  fee.   And  there  are  literally  hundreds  of 
other  sources,  including  Government  agencies,  trade  associations, 
consulting  firms,  advertising  agencies,  management  engineers,  periodicals, 
business  groups,  and  others  who  give  or  frequently  publish  information 
of  a  nature  that  is  occasionally  of  use. 

Most  of  you  are  familiar  with  some  of  these  public  sources,   I  doubt, 
however,  that  many  appreciate  the  full  scope  of  information  often  times 
made  available.   Almost  any  conceivable  statistic  on  population,  births 
or  deaths,  employment,  income,  savings,  consumer  prices,  gross  national 
product,  household  and  family  counts  by  geographic  regions,  cost  of 
living,  or  retail  sales  trends  are  offered  at  very  nominal  prices. 

Other  information  dealing  with  consumption  rates  and  trends  by  com- 
modities such  as  the  excellent  studies  published  by  the  Department  of 
Agriculture  or  the  supplementary  detail  released  approximately  once  a 
year  by  various  trade  journals  is  certainly  worthyof  your  consideration. 
And  of  considerable  importance,  too,  on  occasion  are  the  hundreds  of 
trade  association  or  periodical  releases  which  provide  intelligence 
on  the  kinds  ot    types  of  retail  outlets  in  demand,  that  is,  supermarkets 
versus  independents,  or  shopping  centers  versus  downtown  locations,  and 
so  forth,  trade  practices  which  may  favorably  or  adversely  affect  any 
particular  commodity,  and  the  innumerable  other  developments  which 
inevitably  affect  the  total  marketing  mix. 

On  this  basis,  I  think  you  will  agree  that  it's  possible  to  have  made 
available  almost  any  kind  of  information  relative  to  marketing  which 
you  might  conceivably  use.   Some  of  this  information  is  free.   Some, 
as  I  have  already  indicated,  is  at  very  low  cost.   None,  including 
anything  you  may  find  it  necessary  to  buy  from  professional  research 
people,  is  or  should  be  expensive  in  relation  to  the  scope  of  the 
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problem  involved.   Except  in  extreme  cases  good  marketing  data  on  any 
product  or  products  sold  in  quantity  at  retail  should  cost  less  than 
1  percent  of  the  value  of  the  product  being  studied. 

Considering  this  availability  and  this  cost,  it  seems  to  me  the  problem 
can  be  narrowed  for  purposes  of  this  talk  to  one  of  attempting  to 
whittle  out  some  kind  of  yardstick  against  which  to  evaluate  these 
possibilities.   In  other  words,  the  problem  is  not  one  of  "what's 
available"  but  rather  one  of  "what  do  you  want  and  how  can  it  best  be 
used." 

Certainly  you  will  agree  that  in  such  a  mountain  of  marketing  material 
there  must  be  many  things  of  real  value.   Whether  you  are  a  producer, 
processor,  or  marketer,  you  should  benefit  from  a  proper  analysis  and 
interpretation  of  the  facts.   The  principal  problem  is  finding  the 
relatively  few  pieces  of  information  out  of  the  thousands  available 
which  will  contribute  directly  to  your  specific  situation.   Almost 
invariably  there  is  no  possibility  of  securing  something  which  is 
fully  predigested.   Rather,  there  is  the  continuing  task  of  sorting 
and  electing  an  almost  continuous  stream  of  possibilities  which  will 
insure  the  washing  away  of  huge  quantities  of  chaff  to  find  the  few 
grains  of  truth  which  you  seek. 

Value  of  Data 

Of  prime  importance  in  this  question  of  gathering  and  analyzing 
marketing  information  is  the  realization  that  you  must  accept  the  full 
responsibility  for  seeing  to  it  that  the  job  is  properly  done.   Some 
part  of  it  you  must  do  yourself.   Some  can  be  farmed  out,  as  you  wish, 
to  outside  organizations.   In  either  event,  however,  a  lot  of  work  is 
involved.   Failing  this,  you  come  to  the  bargaining  table  unprepared 
to  hold  your  own  with  those  who  are  more  serious  and  more  fully 
dedicated. 

Because  of  your  varied  interests,  it  is  difficult  to  anticipate  the 
exact  things  you  may  need  in  any  particular  situation.   A  local  pro- 
ducing group  will  want  one  thing;  a  national  producer,  processor, 
marketer,  such  as  Sunkist  Growers,  Inc.,  or  Diamond  Walnut  Growers, 
Inc. ,  will  want  something  substantially  broader  and  different.   In 
either  case,  however,  information  of  whatever  type  needed  should  conform 
with  four  basic  principles. 

First,  information  must  be  accurate.   This  sounds  a  bit  elementary, 
but  it  is  surprising  how  frequently  decisions  are  based  on  data  which 
are  questionable  at  best.   For  some  reason,  we  all  tend  to  accept  at 
face  value  any  figure  which  has  been  published  regardless  of  source. 
This,  plus  the  fact  that  frequent  reference  to  or  repetition  of  any 
statistic  establishes  a  credence  which  leads  to  unusual  decisions. 
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As  an  example,  in  the  past  2  weeks  I've  been  assured  by  people 
quoting  a  supposedly  competent  authority  that  it  costs  $63  an  acre  to 
produce  corn,  and  that  it  cost  $75  an  acre  to  produce  corn;  that  the 
price  of  feeder  cattle  is  going  up,  that  it  is  going  down. 

A  recent  discussion  concerning  one  of  our  principal  vegetable  products 
was  in  this  same  vein.   Several  major  producers  in  executive  session 
were  trying  to  decide  why  the  price  in  the  season  just  past  was,  as 
they  said,  "below  production  costs."  Each,  quoting  a  friend,  a 
periodical,  or  some  other  source,  had  a  somewhat  different  view  of 
the  situation.   Comments  ranged  from  over-production,  to  lack  of 
distribution,  to  excessive  canner-retailer  profits,  to  criticism  of 
another  producing  area.   Each  thought  may  have  been  valid,  but  no 
one  knew  for  sure,  with  the  result  that  the  view  most  forcefully  and 
clearly  presented  prevailed. 

I  might  emphasize  the  importance  of  accuracy  of  information  in  another 
manner.   During  our  work  on  rationing  with  OPA  at  the  time  of  World 
War  II,  it  became  clearly  evident  after  only  a  few  months  of  activity 
that  the  difference  between  over-abundance  and  scarcity  was  unbelievably 
small.   A  swing  in  either  direction  of  a  few  percentage  points  in 
supply  or  demand  caused  untold  problems  in  attempting  to  re-establish 
balance.   Since  that  time,  we  have  repeatedly  seen  evidence  of  similar 
situations.   This  being  true,  it  is  obvious  that  the  information  used 
in  any  bargaining  session  must  be  sufficiently  accurate  to  avoid 
misleading  conclusions. 

Second,  information  should  be  complete.   At  the  risk  of  seeming  critical 
when  I'm  trying  to  be  helpful,  I  would  suggest  that  farmer  co-ops  may 
err  in  this  respect  more  than  in  many  others.   This  observation  is 
based  on  discussions  over  the  years  with  several  groups  who,  on  not 
infrequent  occasions,  have  insisted  that  all  they  need  to  insure  a 
strong  bargaining  position  is  a  single  piece  of  information. 

I  can  perhaps  illustrate  this  best  by  mentioning  a  desire  on  the  part 
of  some  for  only  year-end  stock  positions.   Such  a  figure  is,  of 
course,  essential  in  building  a  bargaining  position,  but  it  is  merely 
one  piece  of  information  in  a  total  study,  which  by  itself  is  of 
limited  value.   Contrarily,  this  figure,  when  analyzed  in  the  light  of 
previous  and  current  production,  prior  and  estimated  current  con- 
sumption, and  all  consumption- influencing  characteristics,  such  as 
retail  price,  scheduled  promotions,  and  other  merchandising  activities 
for  the  commodity  in  question  and  matching  information  for  all  directly 
competing  commodities,  can  be  of  unlimited  value  in  establishing 
an  economically  defensible  position. 

Third,  information  should  be  of  a  moving  rather  than  a  static  nature. 
Other  things  being  equal,  chronological  comparisons  add  greatly  to  the 
value  of  any  available  information.   It  is  of  limited  importance  to 
know,  for  example,  that  population  is  175  million  persons  at  a  given 
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moment  without  knowing  that  it  was  150  million  persons  earlier,  or 
that  it  is  increasing  at  the  rate  of  something  over  3  million  persons 
per  year. 

Similarly,  any  inventory,  or  production,  or  consumption,  or  price 
figure  is  of  itself  of  marginal  usage  as  compared  with  a  trend  compari- 
son which  permits  the  establishment  of  relative  relationships. 

Finally,  is  the  need  for  experienced  analysis  and  interpretation  of 
data.   In  the  usage  of  any  information  it  is  imperative  that  someone 
who  understands  the  background  and  the  limitations  of  material  being 
used  is  on  hand  to  clearly  interpret  findings  in  the  light  of  the 
current  situation. 

All  too  frequently  there  seems  to  be  an  attempt  in  the  competitive 
business  struggle  which  prevails  today  to  substitute  figures  for 
executive  judgment.   This,  despite  the  best  information  in  the  world, 
is  a  poor  buy  for  anyone.   Whatever  is  accumulated  should  be  used  as 
evidence,  which  evidence,  when  accurate  and  complete  and  chronologically 
relatable  and  properly  analyzed,  provides  the  basis  for  a  full  inte- 
gration of  sound  facts  with  the  knowledge  and  experience  of  the  user. 
Such  a  combination  of  information  and  experience  permits  reaching 
actionable  decisions  more  frequently  than  would  otherwise  be  true  -- 
decisions  which  will  contribute  to  profit  improvement. 

Using  Data 

So  much  for  the  availability  of  data  --  the  major  tests  of  practicability, 
Of  equal  importance  is  the  question  of  usage  of  information  once  it 
has  been  discovered  and  not  found  wanting.   Of  great  importance,  of 
course,  is  the  development  of  a  factual  position  which  is  so  well 
documented  and  supported  with  economic  facts  that  you  achieve  desired 
results  at  the  bargaining  table.   This  usage,  important  as  it  may  be, 
however,  is  only  one  of  the  many  in  a  complete  utilization  program. 

Equal  effort  should  be  devoted  to  keeping  co-op  memberships  fully 
informed  of  all  pertinent  marketing  developments.   Since  your  board 
of  directors,  or  whatever  your  executive  group  is  called,  has  the 
responsibility  of  officially  representing  members  at  bargaining 
sessions,  it  would  seem  there  must  be  an  equal  responsibility  to  report 
back  to  memberships  any  and  all  developments  regarding  market  potentials, 
possibilities,  or  changes  which  might  directly  or  indirectly  affect 
the  membership. 

Finally,  there  are  the  infrequent  but  on  occasion  important  uses  which 
can  be  made  of  good  and  fully-accepted  marketing  information.   These 
are  hard  to  predict,  depending  on  your  situation  at  any  given  time. 
Among  the  uses  based  on  experience  of  the  recent  past,  may  be  the 
need  to  answer  questions  pertaining  to  advertising  or  promotion,  a 
strike,  an  export  situation,  a  competitive  development  in  a  related 
or  semi-related  field,  a  new  trade  practice,  etc. 
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This  talk  has  implied  that  you  men  may  be  missing  an  opportunity  if 
you  fail  to  acquire  and  effectively  use  a  knowledge  concerning  all 
aspects  of  the  production-marketing  area  which  is  at  least  equal  to 
that  acquired  by  your  counterparts  across  the  table.   Based  on  the 
steadily  increasing  competition  as  between  producers  and  marketers 
and  the  profit  squeeze  which  inevitably  occurs  in  such  a  climate,  I 
believe  you  may  agree.   If  you  do,  there  will  be  no  doubt,  based  on 
past  accomplishments,  that  you  will  succeed. 
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HOW  PROCESSORS  AND  BARGAINING  ASSOCIATIONS 
CAN  WORK  TOGETHER 

Milan  D,  Smith,  Executive  Vice  President 
National  Canners  Association 
Washington,  D.  C. 


A  little  background  information  on  the  cannin^_i^ndust_r2  generally,  and 
on  the  National  Canners  Association  (NCA^  specifically,  should  prove 
helpful  as  I  develop  the  assigned  topic,  "How  Processors  and  Bargaining 
Associations  Can  Work  Together," 

Canneries  are  located  in  49  of  the  50  States,  and  in  approximately  2,000 
communities.   From  these  plants  a  flood  of  wholesome,  appetizing, 
conveniently  canned  foods  --  packed  in  tin,  glass,  and  so  on  --  moves 
into  distributive  channels  and  on  to  the  ultimate  consumer.   The  number 
of  different  canned  items  available  --  now  more  than  1,200  --  is 
ever  increasing  and  has  helped  build  the  per  capita  consumption  of 
canned  foods  in  this  country  to  137  pounds  annually. 

We  in  the  National  Canners  Association  are  proud  that  approximately  600 
canning  firms,  representing  80  to  85  percent  of  the  national  production, 
so  value  the  services  of  the  Association  that  they  give  support  not 
only  with  their  payment  of  dues,  but  also  --  and  this  is  extremely 
important  --  with  company  personnel  participation  in  our  programs 
where  it  is  appropriate  to  do  so. 

Growers  as  well  as  canners  have  a  vital  stake  in  the  continued  "health" 
of  the  NCA.   The  combined  effort  of  various  divisions  of  the  association 
is  directed  toward  greater  acceptance  of  the  products  of  the  canning 
industry.   Producers  of  the  raw  product,  processors,  suppliers  of 
containers,  cartons,  labels,  condiments,  and  so  on,  and  certainly 
the  consumers,  have  all  benefited  from  the  success  of  this  effort. 

The  image  of  canned  foods  has  steadily  improved  over  the  years  --  markets 
have  been  broadened  --  and  the  consumer  has  noted  further  improvement 
in  living  standards,  because  of  the  genuine  "bargains"  available  to 
her  when  she  buys  her  food  in  this  processed  form.   Whereas  the 
Bureau  of  Labor  Statistics  figures  indicate  food  prices  generally 
well  below  other  cost-of-living  items  on  the  index,  canned  foods  in 
turn  average  well  below  all  foods  in  this  comparison. 

There  is  not  sufficient  time  to  detail  the  numerous  programs  and 
activities  of  NCA,  but  I  am  sure  you  would  agree  that  the  outlet  for 
your  crops  provided  through  canning  would  have  been  greatly  restricted 
over  the  years  without  the  work  on  hundreds  of  vital  projects  in  our 
Research  Laboratories  in  Washington,  D.  C,  Berkeley,  Calif.,  and 
Seattle,  Wash.,  and  without  the  broad  services  of  the  following 
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additional  divisions:   Information,  Government -Indus try  Relations, 
Raw  Products,  Statistical  and  Economics,  Consumer  Service,  and  Claims. 
We  also  carry  out  ConV'jmer  and  Trade  Relations,  Labeling,  and  Fishery 
Products  Programs. 

On  January  2,  1963,  a  Division  of  International  Trade  was  established. 
Such  nr:ed  was  anticipated,  and  guidelines  were  designated  to  help 
canners  with  the  inevitable  problems  relating  to  exports  and  imports, 
occasioned  by  the  enactment  of  the  Trade  Expansion  Act  of  1962.   Our 
recommendations  regarding  activation  of  such  a  division  were  f inanlized 
the  day  before  the  President  signed  the  bill. 

We  take  justifiable  pride  in  our  membership  which  includes  cooperative 
as  well  as  independent  canneries.   In  each  category  there  are,  from  the 
standpoint  of  production,  some  small,  some  medium-sized,  and  some 
large  processors.   They,  in  the  composite,  pack  canned  fruits,  juices, 
vegetables,  milk,  fish  and  meat,  and  specialities  including  baby  foods 
and  soups. 

As  this  conference  is  to  provide  a  forum  for  the  discussion  of  mutual 
problems  facing  fruit  and  vegetable  bargaining  cooperatives,  I'll 
limit  my  comments  from  this  point  on  to  the  crops  in  these  two 
categories. 

You  are  likely  well  aware  that  canners  use  four  out  of  every  five  tomatoes 
grown  in  the  United  States;  three  out  of  every  four  beets;  and  approxi- 
mately two-thirds  of  the  tonnage  of  peas  and  corn.   They  also  process 
about  half  the  red  cherries,  peaches,  pears,  and  apricots;  and  nearly 
half  the  grapefruit  grown  in  American  orchards. 

There  is  no  doubt,  therefore,  that  canning  is  an  extremely  important 
marketing  medium  for  producers.   Nor  is  it  surprising  to  find  in  this 
complex  industry,  canners  with  a  wide  range  of  viewpoints  on  the  subject 
of  bargaining  cooperatives. 

Today,  we  have  members  who  negotiate  their  contracts  entirely  with 
individual  growers;  others  who  agree  on  terms  with  the  individual 
grower,  subject  to  the  proviso  that  the  bargaining  co-op  stamp  of 
approval  be  placed  on  the  contract;  and  others  who  negotiate  contracts 
with  the  officiers  or  designated  representatives  of  the  bargaining  co-ops. 

Grower-Canner  Relations 

In  this  extremely  competitive  industry  of  which  we  are  a  part,  we  should 
not  overlook  the  community  of  interest  between  canners  and  growers. 
Unless  there  is  concern  on  the  part  of  the  canner  for  the  grower  and 
his  problems  --  and  on  the  other  hand  --  the  grower  for  the  canner  and 
his  problems  --  great  dislocations  will  result  and  both  groups  will  suffer. 

The  canning  industry  is  demonstrating  concern  for  the  economic  welfare 
of  the  grower.   As  already  pointed  out  many  benefits  to  producers  are 
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made  possible  by  the  services  of  the  National  Canners  Association,  some 
direct,  some  indirect.   Additional  direct  services  are  evident  from  a 
survey  recently  conducted,  in  that  we  know  in  1961  the  industry  spent 
at  least  $11  million  on  agricultural  research  for  the  benefit  of  the 
producers  of  canning  crops.   This  consisted  of  approximately  $7  1/2 
million  in  research  on  crop  production  methods  by  the  canners'  own 
technical  staffs,  soil  scientists,  entomologists,  horticulturists, 
agronomists,  and  agricultural  engineers.   In  addition,  $1  1 ''4  million 
was  donated  to  experiment  stations  for  specialized  pieces  of  research; 
and  there  was  approximately  $4  million  invested  in  capital  equipment 
for  agricultural  research. 

In  addition  to  this  investment,  the  processors  have  been  providing  a 
very  high  grade  service  to  growers  of  canning  crops  in  advising  the 
growers  on  proper  selection  of  soil  and  fields  for  the  production  of 
specific  crops;  in  many  cases  running  soil  tests  and  advising  on  insect 
and  disease  control,  and  proper  time  of  harvest. 

Furthermore,  there  has  been  a  great  revolution  in  the  mechanization  of 
agricultural  production,  harvesting  and  hauling.   This  specialized 
type  of  equipment  is  very  expensive  and  individual  growers  of  canning 
crops  in  many,  many  cases  cannot  afford  to  make  this  capital  invest- 
ment.  The  canning  industry  also  assists  in  the  production  of  canning 
crops  by  advancing  credit  and  not  collecting  for  seed  and  other  supplies, 
and  for  services,  until  the  end  of  the  season  when  the  crop  has  been 
delivered  to  the  processor. 

In  general,  the  canning  industry  provides  an  outlet  to  the  producer  for 
a  wide  range  of  crops,  and  it  carries  the  rest  of  the  marketing  from 
the  time  of  precontractual  price  arrangements  until  the  crop  is  sold. 
Arriving  at  the  precontractual  price  where  the  crop  is  dependent  upon 
many  variables  is  a  problem  in  itself.   To  meet  this  challenge,  the 
processing  industry  has  specialized  personnel  who  study  markets,  pro- 
ducing areas,  costs,  competition  between  individual  commodities,  and 
so  on,  weighing  all  cost  factors.   The  management  of  the  canning  firms 
is  in  a  position  to  arrive  at  a  raw-product  price  they  think  will 
move  the  finished  product  in  the  consuming  market. 

Obviously,  unless  a  product  is  moved  into  consumption  within  a  reason- 
able length  of  time  --  and  this  varies  somewhat  with  the  commodity  -- 
the  processor,  grower,  and  all  others  connected  with  its  production 
and  distribution  may  suffer.   We  must  not  forget  that  frequently  over 
the  short  range,  and  most  certainly  over  the  long  range,  it  is  the 
consumer  who  determines  the  quantity  and  quality  of  canned  foods. 
Her  influence  is  felt  when  a  crop  is  grown,  canned,  and  sold. 

The  total  margin  of  profit  to  be  shared  by  the  grower,  processor, 
distributor,  and  retailer  is  relatively  small.   There  is  ample  evidence 
to  support  the  premise  that  the  canner  has  not  exploited  the  grower 
on  one  hand  --  nor  the  consumer  on  the  other. 
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The  return  on  investment  in  the  industry  has  been  relatively  low  as 
evidenced  by  the  fact  that  during  the  past  2  to  3  decades  many  plants 
have  closed.   A  number  of  mergers  have  been  accomplished,  V7ith  the 
obiective  and  hope  that  the  combined  operations  could  be  made  more 
efficient.   Some  companies  have  experienced  financial  distress  and  some 
have  gone  through  bankruptcy  procedures  because  they  were  unable  to 
pack  and  sell  products  at  the  prevailing  market  price  and  cover  their 
costs. 

Rapid  Changes 

Today,  most  of  us  are  aware  that  many  rapid  changes  are  taking  place 
in  the  world  about  us;  but  we  may  not  be  so  aware  that  among  the  most 
amazing  of  these  changes  are  those  which  relate  to  the  food  industry. 
Production  of  canning  crops  has  become  a  highly  scientific  business; 
with  fierce  competition,  only  the  efficient  processor  and  the  efficient 
grower  or  producer  are  going  to  stay  in  business. 

A  canner  without  profits  for  improvement  and  modernization  of  his  plant 
and  for  product  research  and  development  finds  the  chance  of  his 
survival  over  a  period  of  years  very  slim.   If  elimination  of  market 
outlets  occurs  on  a  broad  scale,  it  would  not  appear  to  be  in  the  long- 
range  interest  of  the  grower. 

I  have  visited  with  several  canners  who  deal  exclusively  with  their 
individual  growers,  bargaining  associations  playing  no  part  in  any  of 
the  negotiations.   These  canners  are  very  sincere  in  their  feeling 
that  the  method  they  are  using  is  best  not  only  in  the  interest  of 
the  canner,  but  of  the  grower  --  and  the  consumer  as  well. 

Certainly,  among  the  reasons  a  processor  will  advance,  for  so  conducting 
this  phase  of  his  business,  is  his  conviction  that  the  underlying  force 
in  our  free  enterprise  system  is  the  law  of  supply  and  demand.   If 
supply  outstrips  demand  and  surpluses  develop,  he  feels  that  the 
organization  of  cooperative  bargaining  associations  would  not  provide 
a  solution  to  the  problems.   Even  if  volume  controls  were  adopted  -- 
and  some  in  Government  and  agricultural  circles  have  said  such  a  device 
would  improve  the  climate  for  success  of  such  bargaining  groups  -- 
these  processors  maintain  that  the  basic  supply  law  cannot  be  cir- 
cumvented and  that  such  a  marketing  order  would  at  best  have  a  short- 
run  effect  in  increasing  producer  price  per  unit.   In  the  long  run, 
they  believe  such  tools  may  well  be  harmful  to  producers  by  costing 
them  part  of  the  incomethey  would  otherwise  have  had,  or  even  worse, 
costing  them  their  markets.   Neither  group  would,  therefore,  be 
benefited. 

Too,  there  is  concern  in  the  food  processing  industry  that  any  program 
which  did  not  give  individual  canners  and/or  individual  growers  a  voice 
in  action  taken  could  have  serious  long-range  repercussions.   It  is 
asserted  that  the  individual,  whether  canner  or  producer,  wishes  to 
reserve  his  right  to  solve  problems  by  methods  deemed  most  advantageous 
to  himself. 
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The  record  gives  support  to  the  conclusion  that  any  bargaining  asso- 
ciation which  is  formed  primarily  to  increase  the  price  of  a  commodity 
is  bound  to  fail.   There  have  been  numerous  instances  in  this  country 
where  because  of  bargaining  and  increasing  the  price,  the  processor 
has  moved  out  of  that  particular  area  and  has  grown  or  purchased  crops 
in  other  areas  where  they  could  be  more  efficiently  and  economically 
produced.   Furthermore,  if  the  price  on  the  crop  becomes  too  high, 
the  processor  himself  can  always  lease  land  and  produce  his  own  crops 
as  he  is  in  the  best  possible  position  to  determine  whether  or  not 
the  pack  can  be  sold  at  a  price  which  would  recover  cost  of  raw  product 
at  a  determined  level  plus  other  costs  going  into  the  finished  product. 
He  may  even  collect  a  profit  on  the  production  of  the  raw  product 
itself. 

Bargaining  associations,  therefore,  will  have  to  provide  other  services 
to  the  growers  which  in  several  major  producing  areas  are  furnished 
at  the  present  time  by  the  processors,  and  this  will  require  money  -- 
personnel,  equipment,  and  other  capital  investment.   If  any  bargaining 
group  wishes  to  assume  all  of  the  responsibilities  and  investment,  then 
it  would  be  in  a  better  position  to  discuss  the  pricing  and  delivery 
of  a  product  of  uniform  high  quality.   In  any  bargaining  negotiations 
all  the  relevant  facts  of  economics,  markets  and  distribution,  carryover 
and  pack  must  be  considered.   It  is  only  under  these  circumstances  that 
an  equitable  raw  product  price  which  would  give  some  hope  of  at  least 
a  small  profit  to  both  the  producer  and  the  processor,  can  best  be 
determined. 

Canners  have  for  many,  many  years  used  contracts  in  buying  their  raw 
products.   Particularly  has  this  been  so  in  vegetalbes  and  this  method 
is  being  used  more  frequently  in  the  procurement  of  fruit.   They  feel 
the  canning  crops '  record  has  been  good  from  a  grower  standpoint  when 
comparing  their  returns  with  those  from  alternative  or  competing  crops. 

As  numerous  processing  companies  have  had  no  experience  in  dealing  with 
a  bargaining  association,  they  are  quite  naturally  concerned  when  they 
contemplate  changing  or  modifying  the  system  which  has  proved  to  be 
effective  during  the  years  of  their  companies'  existence.   These  food 
processors  pose  a  number  of  questions,  make  observations,  and/or  raise 
valid  points  which  should  be  of  keen  interest  to  those  of  you  here 
today. 

Considerations  for  Producers  and  Canners 

A  better  understanding  between  producers  and  canners  could  result  from 
careful  study  of  such  points  and./or  questions  as  outlined  here: 

1.   No  need  has  been  demonstrated  for  the  interposition  of  the  third 
party.   Direct  bargaining  already  exists  as  the  processors  seek  to 

(a)  Obtain  growers  producing  high  yields  of  excellent  quality; 

(b)  obtain  advantages  of  repeat  growers;  and  (c)  establish  an 
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attractive  price  (example,  vegetables)  prior  to  planting,  enabling  the 
processor  to  sign  the  required  acreage,  taking  into  account  rates  from 
competitive  crops  and  competition  from  other  processors. 

2.  There  is  a  misunderstanding  concerning  the  bargaining  strength  of 
the  grower  and  the  processor.   Their  positions  are  not  equal,  the 
balance  favoring  the  grower  because  he  can  raise  other  crops.   In  other 
words,  it  is  contended  that  growers  of  contract  crops  don't  need  a  bar- 
gaining association.   It  is  pointed  out  that  the  processor  must  have 
raw  product  to  run  his  factory  (tomatoes,  for  example),  but  the  grower 
does  not  have  to  grow  tomatoes  and  has  alternate  crop  sources  of  income 
to  which  he  can  turn  unless  he  is  satisfied  with  price  and  terms  of 

the  contract  offered. 

3.  Bargaining  associations  have  shown  a  disregard  for  quality,  which 
in  the  long  run,  adversely  affects  the  growers.   Even  if  the  third 
party  says  it  will  bargain  only  as  to  price,  there  may  be  pressure, 
particularly  from  the  marginal  growers,  on  the  bargaining  association 
to  abolish  price  spreads  between  grades  and  to  weaken  grade  provisions. 

4.  Agricultural  research  and  practices  require  direct  work  between  the 
processor,  field  workers  and  growers.   The  bargaining  association  may 
upset  this  relationship. 

5.  Bargaining  associations  are  interested  only  in  the  price  --  generally 
in  increasing  the  price  per  unit.   The  bargaining  agent  must  continually 
iustify  its  existence.   On  the  contrary,  the  processor  is  interested  in 
increasing  the  net  return  to  the  grower  by  working  with  him  in  improving 
yields  and  quality,  but  with  the  hope  that  the  unit  price  can  then  be 
reduced. 

6.  Bargaining  associations,  by  aggressively  bargaining  and  increasing 
unit  costs  to  processors  have  encouraged  foreign  overseas  production 
which  may  result  in  a  loss  of  our  export  market  and  require  imposition 
of  U.  S.  tariffs  to  protect  domestic  industry.   With  the  Trade  Expansion 
Act  of  1962  now  law,  it  is  unlikely  that  the  U.  S.  Government  will 
readily  respond  to  an  appeal  for  increased  tariffs  in  an  era  of  freer 
trade  and  lowering  of  barriers. 

7.  The  bargained  price  is  based  on  the  return  to  the  marginal  or 
inexperienced  grower,  and  the  processor  would  not  get  the  economic 
benefit  of  the  better  growers  with  their  more  efficient  operations  and 
higher  yields. 

8.  Processors'  incentives  to  carry  on  extensive  research  may  be 
destroyed  because  of  lack  of  benefit  to  the  canners.   For  example, 
processors  would  be  unable  to  take  advantage  of  reduced  prices  resulting 
from  improved  yields  arising  out  of  improved  practices,  or  new 
varieties  of  the  particular  crop. 
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9.  There  would  be  a  tendency  on  the  part  of  bargaining  associations  to 
restrict  memberships  and  volume  of  raw  material,  as  any  price  increases 
would  attract  more  growers  to  produce. 

10.  The  bargaining  cooperatives  lose  sight  of  the  differences  between 
the  fresh  market  and  the  crops  for  processing  by  continually  failing  to 
recognize:   (a)  the  processed  crop  is  often  not  in  competition  with  the 
fresh  crop;  (b)  the  processed  crop  may  require  different  delivery  and 
packaging  than  the  fresh  crop;  and  (c)  the  processed  crop  as  some 
examples  demonstrate,  may  actually  increase  consumer  acceptance  and 
consumption  of  the  fresh  crop. 

11.  Significant  local  differences  in  faming  and  processor  marketing 
would  dictate  that  where  bargaining  takes  place  it  be  on  an  area  rather 
than  a  national  basis.   Bargaining  associations  have  reacted  differently 
to  existing  and  potential  competition  from  other  producing  and  pro- 
cessing areas.   Without  intending  to  do  so,  bargaining  associations  have 
held  umbrellas  over  other  competing  producing  areas. 

The  foregoing  list  of  points  which  concerns  processors  deserves  your 
careful  consideration.   Maybe  you  have  sound  answers  to  some  of  these. 
The  more  light  that  can  be  shed  on  these  problems  the  broader  the  base 
of  understanding  which  will  result. 

Producers  and  canners  alike  should  take  pride  in  their  contributions 
to  our  national  economy.   Freedom  of  choice,  and  maintenance  of 
independence  of  these  groups  has  been  an  important  factor  in  their 
accomplishments. 

Great  opportunities  lie  ahead  for  producers  and  for  canners.   If  we  are 
to  be  successful  in  our  extremely  competitive  times,  our  decisions, 
our  methods  will  have  to  stand  the  test.   It  will  require  effort,  the 
will  to  work,  and  perseverence. 
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GROWER-PROCESSOR  PARTICIPATION   PLANS    IN  THE 
FLORIDA  CITRUS    INDUSTRY 

Martin  A.  Blum 

Farmer  Cooperative  Service 

U.  S.  Department  of  Agriculture 

During  the  1950' s  frozen  concentrated  orange  juice  became  the 
most  important  single  product  of  the  Florida  citrus  industry. 
Before  concentrated  orange  juice  was  developed,  the  major  part 
of  the  crop  was  shipped  to  consuming  centers  and  sold  fresh. 

In  the  1961-62  season,  Florida  production  of  oranges  reached  an 
all-time  high  of  approximately  113  million  boxes.   Of  this,  about 
65  percent  went  into  frozen  concentrated  juice.   Last  season,  in 
which  a  severe  freeze  blanketed  most  of  the  Florida  citrus  belt, 
production  reached  only  75  million  boxes.   Present  indications  are 
that  the  current  season  will  yield  an  orange  crop  of  between  60  and 
65  million  boxes.   The  estimated  proportion  of  this  crop  destined 
for  the  concentrate  market  will  approximate  the  prefreeze  proportion 
of  65  percent . 

In  Florida,  23  firms  process  oranges  into  frozen  concentrate.   In 
a  few  instances,  a  firm  may  operate  two  or  more  plants.   Six  of 
these  23  firms  are  cooperatively  owned.   The  others  are  proprietary 
organizations.   Some  firms  process  only  the  frozen  concentrated 
product,  but  others  process  single-strength  juice  and  other  citrus 
products  as  well.   It  is  estimated  that  cooperatives  produce 
approximately  one-fourth  of  the  total  concentrate. 

Historically,  Florida  citrus  concentrators  have  used  a  variety  of 
methods  in  purchasing  fruit,  an  indication  of  their  continuing  con- 
cern over  the  problem  of  obtaining  an  adequate  supply  of  quality 
raw  products.   Growers,  too,  are  faced  with  a  continuing  problem 
of  finding  a  good  market  for  their  crops.   To  meet  these  mutual 
problems,  the  Florida  citrus  industry  has  increasingly  used  a 
relatively  new  approach  --  participation  plans. 

Participation  Plans 

In  Florida,  these  plans  first  appeared  in  the  early  1950' s  along 
with  the  development  of  frozen  orange  juice  concentrate  and  the 
rapidly  increasing  need  for  raw  product  to  fill  processors'  re- 
quirements , 

However,  it  was  not  until  the  late  fifties  that  they  began  to 
enjoy  their  present  popularity.   The  more  recent  use  of  partici- 
pation plans  appears  to  be  related  to  the  increasing  production 
of  oranges,  growers'  concern  for  a  market  for  their  fruit,  and 
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processors'  concern  for  assuring  a  raw  product  supply  of  desirable 
fruit  at  established  costs. 

A  participation  plan,  as  the  industry  in  recent  years  has  generally 
accepted  the  term,  means  any  plan  which  provides  growers  and  con- 
centrators an  opportunity  for  sharing  risks  and  profits  from  processing 
and  marketing.   Cooperative  plans  are  sometimes  referred  to  as  bar- 
gaining cooperatives.   Four  such  plans  are  in  operation  today.   However, 
the  cooperatives  which  are  affiliated  with  these  plans,  do  not  nego- 
tiate with  more  than  one  processor. 

Some  plans  are  operated  by  processors  rather  than  by  a  separate 
organization  of  growers.   These  arrangements  are  sometimes  referred 
to  as  profit-sharing  plans.   It  is  estimated  that  nine  Florida 
citrus  processors  operated  some  kind  of  profit-sharing  plan  nego- 
tiated directly  with  individual  growers. 

Whether  the  plans  are  negotiated  and  administered  under  a  coopera- 
tive arrangement  or  under  outright  processor  sponsorship,  certain 
similarities  exist  among  them.   Generally,  all  of  these  plans  pro- 
vide for  the  delivery  of  a  commodity  of  certain  specifications  and 
a  formula  for  determining  price.   There  may  be  advances  but  the  final 
payment  is  made  only  after  the  processed  product  is  sold. 

The  principle  of  operation  here  is  similar  to  that  of  a  cooperative 
marketing  organization  where  growers  actually  own  the  processing 
facilities.   There  are  features  common  to  both  kinds  of  organiza-      .7 
tions  such  as  product  specifications,  price  formulas  or  pooling, 
advance  payments  and  final  settlements  after  the  sale  of  the  pro- 
duct . 

Thus,  it  is  not  surprising  that  participation  plans  are  looked  upon 
as  having  a  distinct  cooperative  flavor,  or  that  cooperatives  have 
recently  been  established  for  the  sole  purpose  of  operating  such 
plans . 

Approximately  26  percent  of  all  Florida  oranges  used  in  the  1961- 
62  pack  of  frozen  orange  juice  concentrate  was  supplied  by  members 
of  three  Florida  cooperative  participation  plans.   To  provide  you 
with  some  insights  into  how  these  plans  work  I  would  like  to  dis- 
cuss in  a  rather  broad  fashion,  the  operations  of  these  three  plans. 

The  First  Plan  --  Perhaps  the  most  widely  known  plan  is  that  of 
Florida  Orange  Marketers,  Inc.,  Orlando,  or  F.O.M.   Established 
in  1957   this  cooperative  has  a  continuing  contract  with  the 
Minute  Maid  Company,  now  a  division  of  the  Coca-Cola  Company. 
Those  of  you  who  attended  the  Third  Bargaining  Conference  held 
in  New  Orleans  during  January  of  1959  will  remember  that  represen- 
tatives of  F.O.M.  and  the  Minute  Maid  Corporation  appeared  on  the 
program  to  discuss  the  details  of  their  arrangement. 
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The  Second  Plan  --  Another  organization,  Quality  Orange  Growers, 
Inc.,  Dunedin,  was  organized  in  the  summer  of  1961.   It  has  a 
continuing  contract  with  H.  P.  Hood  and  Sons. 

The  contracts  between  these  two  cooperatives  and  their  respective 
processors  provide  for  delivery  of  members'  fruit  to  the  processor 
and  for  payment  to  the  cooperatives  as  the  processed  product  is 
sold.   However,  contract  terms  are  renegotiable  each  year  prior 
to  the  start  of  the  processing  season. 

Most  recently,  changes  in  payment  methods  were  made  in  response  to 
the  freeze  of  December  1962,  which  drastically  reduced  the  tonnage 
of  fruit  available  for  processing.   As  a  result  of  these  changes, 
the  contracts  of  these  cooperatives  for  the  1963-64  seasons  show 
more  similarities  than  during  any  previous  period.   Each  agreement, 
for  the  first  time,  now  provides  three  alternative  methods  for 
calculating  returns  at  the  end  of  the  season. 

These  methods,  in  generalized  form,  are  as  follows: 

1.  Returns  may  be  based  on  the  Florida  Canners  Association  season 
average  price  for  early  and  midseason  oranges  and  Valencia  orange 
solids. 

2.  Returns  may  be  based  on  season  average  f.o.b.  prices  per  dozen 
six-ounce  cans  reported  by  Florida  packers  of  unadvertised  brands 

of  frozen  orange  concentrate,  less  an  agreed  upon  deduction  to  cover 
processing  costs. 

3.  Returns  may  be  based  on  processors'  sales  prices,  less  all  costs 
of  processing  and  marketing  and  a  small  percentage  of  sales  repre- 
senting the  processors'  fee  for  these  services. 

Whichever  method  results  in  the  largest  grower  payment  will  auto- 
matically be  used  to  compute  growers'  returns.   This  rather  favor- 
able development  reflects  the  highly  competitive  nature  of  Florida 
citrus  processing  operations,  particularly  under  short  crop  con- 
ditions . 

The  contracts  used  by  these  cooperatives  are  much  more  detailed  than 
I  have  outlined  here.   And  it  is  in  this  detail  that  the  real  differ- 
ences appear  which  can  affect  the  ultimate  returns  to  the  grower. 
The  details  of  the  processor-cooperative  contracts,  in  turn,  become 
essential  parts  of  the  uniform  marketing  contracts  between  the 
grower -members  and  their  cooperatives. 

Both  F.O.M.  and  Quality  provide  for  advance  payments  to  be  made  to 
the  grower  at  the  time  fruit  is  delivered,  but  growers  are  obligated 
to  pay  interest  at  rates  the  respective  processors  pay  on  commercial 
borrowings . 


Growers  in  both  cases  sign  a  uniform  marketing  contract  specifying 
a  minimum  number  of  boxes  of  concentrate  grade  oranges  to  be 
delivered  to  processors.   The  penalty  for  failure  to  deliver  the 
specified  quantity,  except  under  the  usual  provisions  relating 
to  unforseeable  or  uncontrollable  developments,  is  25  cents  for 
each  undelivered  box. 

Both  plans  provide  for  processors,  in  their  capacities  as  growers, 
to  be  members  of  the  cooperative.   As  a  member,  each  has  but  one 
vote  --  the  same  as  any  other  member. 

However,  Minute  Maid  Growers  Corporation,  the  fruit-growing  sub- 
sidiary of  the  Minute  Maid  Company,  as  well  as  the  company  itself  -- 
which  has  agreed  to  have  all  its  concentrate  grade  fruit  purchased 
on  the  open  market  go  through  F.O.M.  channels  --  each  have  one  mem- 
bership and  one  vote  in  the  cooperative. 

Hood  furnishes  oranges  from  its  own  groves  and  purchased  fruit  to 
equal  the  volume  supplied  by  other  members  of  Quality  combined  up 
to  the  limitations  of  its  plant.  These  measures  are  taken  by  the 
processors  in  support  of  the  cooperatives'  activities. 

Both  F.O.M,  and  Quality  will  help  their  members  find  markets  for 
oranges  and  other  citrus  not  suitable  for  concentrate. 

Marketing  contracts  of  both  cooperatives  provide  for  a  deduction 
to  cover  operating  costs  --  one  for  2  cents  and  the  other  for  3 
cents  for  each  box  delivered.   However,  both  associations  have 
operated  for  less  than  1  cent  per  box. 

No  retains  are  made  for  capital  purposes  by  either  F.O.M.  or  Quality, 
As  a  matter  of  fact,  both  cooperatives  have  been  quick  to  emphasize 
that  their  plans  make  multimillion  dollar  processing  facilities 
available  to  growers  with  no  investment  on  their  part  necessary. 

Growth  in  both  membership  and  volume  of  fruit  processed  under  these 
plans  speaks  well  for  their  success.   Since  the  1957-58  season, 
F.O.M.  membership  has  grown  from  approximately  20  to  more  than  480 
and  fruit  processed  nearly  tripled  from  4.5  million  boxes  to  more 
than  11  million  boxes  in  1960-61. 

Quality  has  grown  from  37  members  in  the  1961-62  season  to  a  little 
over  100  in  1962-63.   At  the  same  time,  volume  of  fruit  committed 
in  1962-63  prior  to  the  freeze,  reached  2,8  million  boxes  as  com- 
pared with  1.2  million  boxes  processed  the  previous  season.   The 
present  memberships  of  these  cooperatives  remain  close  to  prefreeze 
levels , 

The  Third  Plan  --  Florida  West  Coast  Growers  of  Dade  City  is  an 
illustration.   It  supplies  more  than  half  of  the  raw  product  re- 
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quirements  of  the  Pasco  Packing  Company,  a  leading  Florida  citrus 
concentrator  and  canner.   Organized  in  1946,  its  membership  now 
includes  over  400  individuals,  cooperatives,  and  other  firms  that 
supply  from  a  few  hundred  to  several  hundred  thousand  boxes  of 
fruit  each  season. 

The  West  Coast  operation  in  Florida  illustrates  that  not  all 
cooperatives  that  operate  participation  plans  do  this  exclusive- 
ly.  This  cooperative  also  provides  for  picking  and  hauling  its 
members'  fruit.   Equipment  is  leased  by  the  association  from  the 
Pasco  Packing  Company  to  harvest  and  deliver  members'  crops  to  the 
plant . 

Picking  and  hauling  operations  have  netted  West  Coast's  growers  a 
real  bonus.   The  cooperative's  costs  for  these  operations  in  1961- 
62  were  about  8  to  9  cents  lower  for  oranges  than  the  average  for 
more  than  30  citrus  handlers. 

West  Coast  operates  under  a  contract  with  Pasco.   Pasco  guarantees 
to  process  the  members'  fruit  into  salable  products  and  sell  them 
at  the  prevailing  market  price.   For  its  services,  Pasco  receives 
an  amount  slightly  in  excess  of  its  actual  processing  and  selling 
costs  , 

The  marketing  agreement  between  West  Coast  and  its  members  pro- 
vides that  the  proceeds  from  the  sale  of  members'  products  will 
be  returned  after  deductions  for  services  rendered,  including 
advances,  interest  on  advances,  costs  of  picking,  receiving, 
assembling,  transporting,  processing,  advertising,  and  selling. 

The  membership  agreement  discloses  some  of  the  essential 
differences  between  the  operations  of  West  Coast  and  those  of 
F.O.M.  and  Quality,   This  agreement  does  not  contain  a  detailed 
formula  for  payment  to  the  grower.   Neither  does  it  contain  any 
price  guarantees.   Instead,  West  Coast  depends  on  usual  coop- 
erative pooling  practices,  reserving  to  its  board  of  directors 
the  discretion  of  establishing  appropriate  product  pools.   West 
Coast  claims  that,  over  a  17-year  period,  its  members  have 
averaged  higher  returns  for  their  fruit  than  the  canners'  average 
price  or  any  other  cooperative  having  different  marketing  agree- 
ments . 

Unlike  the  others.  West  Coast  accepts  grapefruit  and  tangerines 
in  large  quantities.   But  West  Coast  like  the  others,  requires 
that  their  members  submit  estimates  on  all  fruit  to  be  delivered 
in  each  season,  and  barring  unforeseen  contingencies,  a  15-cent 
penalty  is  imposed  for  each  undelivered  box. 
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Advantages  of  Plans 

The  assurance  of  a  market  for  a  grower's  fruit,  as  guaranteed 
through  a  participation  plan,  may  be  a  major  advantage  to  a 
grower  especially  when  a  surplus  appears  likely. 

Another  advantage  to  growers  who  join  participation  plans  is 
the  opportunity  to  share  in  the  ultimate  returns  for  their 
products.   This  may  be  a  matter  of  actually  sharing  in  the  profits 
from  the  processing  operation,  or  in  obtaining  a  price  which  bears 
a  direct  relationship  to  prices  received  for  the  manufactured 
product.   Yet  these  benefits  are  not  without  risks,  no  matter  how 
remote  they  may  seem.   It  is  conceivable  that  prices  for  the 
manufactured  product  could  decline,  resulting  in  lower  returns 
than  were  anticipated  at  time  raw  fruit  was  delivered. 

Because  under  these  plans  growers  forego  payment  for  their  pro- 
duct at  time  of  delivery,  they  not  only  share  in  price  risks, 
they  also  provide  some  of  the  financing  the  processor  would 
normally  seek  from  other  sources  if  he  operated  as  a  cash  buyer. 
Of  course  these  plans  provide  for  advances  to  the  grower  at  the 
time  fruit  is  delivered,  but  until  enough  of  the  processed  pro- 
ducts are  sold  to  pay  off  these  advances,  he  is  usually  expected 
to  pay  interest  on  these  obligations. 

Although  the  delays  and  risks  these  payment  methods  involve  may 
not  be  large,  the  grower's  return  for  a  box  of  fruit  should  be 
larger  than  if  he  had  sold  his  crop  for  cash.   Returns  under  a 
participation  plan  should  reflect  the  degree  of  risk  the  grower 
holds  over  and  above  that  associated  with  the  production  of 
raw  fruit. 

From  the  grower's  point  of  view,  these  plans  fit  into  a  market 
structure  pattern  about  midway  between  the  independent  grower- 
processor  relationship  and  the  grower-cooperative  processing 
operation.   Under  the  participation  plan  arrangement,  the  grower, 
on  one  hand,  assumes  risks  he  did  not  have  operating  solely  as 
a  grower.   Yet,  on  the  other  hand,  he  has  not  assumed  the  risks, 
nor  does  he  attain  the  control  over  his  products,  that  he  would 
have  with  an  ownership  share  in  his  own  cooperative  processing 
facility. 

From  the  processor's  point  of  view,  large  investments  in  processing 
facilities  must  be  protected  by  low  operating  costs  that  are  de- 
pendent on  a  large  and  continuous  supply  of  fruit.   Concentrators 
find  in  these  plans  a  method  of  assuring  an  adequate  supply  of 
fruit  of  a  certain  quality. 

With  participation  plans,  processors  can  reduce  their  requirements 
for  working  capital.   Costs  to  processors  are  reduced  as  growers 
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partially  finance  inventories  until  the  finished  produet  is  sold. 
For  these  advantages  the  processor  shares  his  profits. 

It  appears  that  both  growers  and  processors  have  found  these 
participation  plans  advantageous.   Membership  in  plans  has  grown. 
More  and  more  processors  have  found  it  either  necessary  or 
desirable  to  initiate  such  plans.   But  both  growers  and  processors 
have  been  cautious  in  committing  all  their  resources  to  these 
plans.   Processors  associated  with  these  plans  have  remained 
active  in  the  cash  buying  market  and  some  are  continuing  to  invest 
heavily  in  groves  of  their  own.   Many  growers  in  joining  these 
plans  have  committed  only  a  part  of  their  production  to  the  plan, 
using  other  outlets  for  the  remainder  of  their  crop. 

Participation  plans  do  not,  as  even  their  most  ardent  supporters 
would  admit,  replace  other  marketing  methods.   Cash  buying  and 
cooperative  ownership  of  processing  facilities  continue  to  fill 
important  needs  for  Florida  citrus  growers.   However,  in  the 
complex  marketing  system,  for  Florida  citrus,  participation  plans 
do  serve  a  useful  function.   The  type  of  marketing  opportunity 
offered  Florida  citrus  growers  may  have  application  and  hold 
benefits  for  producers  and  processors  in  other  agricultural  in- 
dustries . 
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GROWER  -  PROCESSOR  BARGAINING  IN  THE  SUGARBEET  INDUSTRY  ,  \^ 

Richard  Blake,  Manager 

National  Beet  Growers  Federation 

Greeley,  Colo. 


The  subject  to  which  I  address  myself  here  today  may,  I  think,  best 
be  summed  up  in  the  form  of  a  question:   How  do  we,  the  farm  pro- 
ducers, bargain  for  the  sale  of  our  crop  in  the  sugarbeet  industry? 

Somewhat  ruefully,  I  might  say,  there  are  times  when  members  of 
our  bargaining  associations  ask  this  same  question  --  but  with 
earthy  embellishments  and  vigorous  emphasis'. 

Overall  Sugarbeet  Industry 

To  understand  the  bargaining  process  in  the  sugarbeet  industry 
requires  some  understanding  of  the  sugarbeet  industry  itself. 
This  I  will  attempt  to  touch  upon  first. 

As  many  of  you  know,  the  sugarbeet  industry  --  as  a  matter  of  fact, 

the  entire  domestic  sugar  industry  -~  is  one  of  the  few  essentially 

agricultural  enterprises  in  this  country  that  operates  under  specific 

legislation  apart  from  the  general  agricultural  programs  affecting 

other  farm  products  and  commodities.   We  are  governed  by  a  system 

generally  known  as  the  National  Sugar  Program,  often  referred  to 

simply  as  the  Sugar  Act,  in  which  the  machinery  of  the  program  is  embodied, 

There  are  three  fundamental  objectives  of  our  National  Sugar  Program: 

1.  To  encourage,  as  a  matter  of  national  policy,  a  domestic 
sugar  industry  upon  which  we  may  rely  for  a  substantial  portion  of 
our  total  sugar  requirements. 

2.  To  assure  U.  S.  consumers  an  always  adequate  supply  of  sugar 
and  at  reasonable  prices. 

3.  To  enable  friendly  foreign  countries  to  participate  in 
supplying  our  nation's  sugar  needs  and  thereby  serve  the  dual  ob- 
jectives of  stimulating  our  foreign  trade  and  assuring  a  stable 
and  adequate  supply  of  sugar  at  all  times. 

The  Sugar  Act  spells  out  how  these  objectives  are  to  be  achieved. 
First,  it  directs  that  the  Secretary  of  Agriculture  shall  determine 
our  total  sugar  requirements  each  year.   This  is  accomplished  late 
in  the  calendar  year  for  the  following  year  but  the  determination 
may  be  adjusted  as  the  need  arises.   In  arriving  at  the  determination, 
the  Secretary  must  take  into  consideration  such  factors  as  the 
amount  of  sugar  likely  to  be  in  the  hands  of  consumers  at  the 
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year's  beginning,  new  requirements  to  take  care  of  the  expanding 
population,  the  current  rate  of  per  capita  sugar  consumption,  and 
so  on. 

One  very  important  factor  to  be  considered  is  the  effect  the  deter- 
mination --  or  the  total  quantity  of  sugar  to  be  made  available  to 
the  U.  S.  market.--  will  have  upon  the  price  level.  The  Sugar  Act 
contains  a  price  objective  --  sometimes  referred  to  as  the  "target 
price"  --  which  "will  not  be  excessive  to  consumers  and  which  will 
fairly  and  equitably  maintain  and  .protect  the  welfare  of  the  domestic 
sugar  industry." 

Sugar  Supply  and  Demand 

In  plain  terms,  the  Secretary  bears  the  responsibility  to  manage 
the  sugar  supply  so  as  to  achieve  the  price  objective  through  the 
working  of  the  supply-demand  principle.   Hence,  if  his  determination 
should  be  too  large,  for  example,  the  price  reaction  normally  would 
be  a  downward  movement.   Conversely,  if  the  determination  were  too 
low,  the  price  might  normally  be  expected  to  rise.   Therefore, 
through  this  device,  the  Secretary  has  not  only  the  responsibility 
but  also  the  machinery  to  influence  price  by  controlling  supply. 
He  does  not  set  the  price  of  sugar,  but  he  has  the  means  to  exert 
a  very  strong  influence. 

The  beneficial  effect  of  all  this  is  that  both  the  consumer  and  the 
producer  have  the  reassurance  of  a  price  and  supply  stability  that 
was  singularly  absent  prior  to  the  enactment  of  the  first  Sugar  Act 
in  1934.   Prior  to  that  time,  our  Nation  depended  upon  a  tariff 
system  under  which  market  conditions  became  at  times  chaotic. 

The  target  price  under  provisions  of  the  Sugar  Act  is  directly 
related  to  a  parity  formula  which,  in  effect,  means  that  the  target 
shifts  in  harmony  with  changes  in  the  total  economy.   Through  able 
administration,  the  Secretary  can  achieve  the  target  objective, 
even  though  the  actual  prices  at  which  sugar  is  bought  and  sold  are 
determined  in  the  marketplace  through  the  bargaining  between  buyer 
and  seller  with  the  usual  effects  of  traditional  competitive  in- 
fluences.  The  key  is  that  the  total  supply  of  sugar  is  controlled. 

It  is  within  the  framework  of  the  national  program  that  sugarbeet 
grower  associations  must  function.   Down  through  the  years  a  deli- 
cate balance  of  interests  has  been  achieved  and  this,  to  a  certain 
extent,  limits  the  bargaining  procedures  as  compared  to  what  might 
be  expected  otherwise. 
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Sugarbeet  Production:  Past 

Sugarbeet  production  in  the  United  States  has  been  a  contract  farm- 
ing industry  ever  since  its  successful  commercial  establishment  in 
the  1870 's.   When  the  industry  was  introduced  here  from  Europe,  its 
establishment  required  the  erection  of  complex  factories,  a  con- 
siderable business  organization  and  extensive  financial  backing. 
Beet  growing  could  not  be  started  among  a  handful  of  small  farmers 
and  expanded  gradually. 

There  was  an  immediate  need  for  adequate  production  to  supply  the 
factories  as  each  was  ready  to  operate.   During  the  early  stages 
of  the  industry  it  was  not  uncommon,  therefore,  for  some  processors 
to  go  into  farming  operations  to  produce  a  part  of  their  needed 
supply  of  beets  on  their  own  land.   Many  processors,  however,  have 
always  contracted  with  local  farmers  for  their  entire  supply. 

Today,  the  quantity  of  sugarbeets  grown  by  processors  on  their  own 
is  negligible,  with  the  exception  of  the  new  Maine  facility  where 
this  expedient  was  adopted  for  the  first  crop  season  in  1966.   This 
was  done  as  a  stimulant  to  getting  the  industry  started  in  the  new 
Maine  setting. 

Early-day  beet  contracts  specified  a  fixed  price  per  ton  for  beets. 
The  arrangement  was  intended  to  assure  the  processor  an  adequate 
supply  of  beets  for  operation  of  his  factory  and  the  farmer  a 
market  for  this  crop. 

There  came  a  time,  however,  immediately  after  World  War  I  price 
controls  were  relaxed,  when  the  price  of  refined  sugar  rose  by 
about  75  percent  between  November,  1919,  and  the  early  weeks  of 
1920. 

Anxious  to  share  in  the  improved  price,  the  beet  growers  urged 
that  beet  pricing  methods  be  changed  so  that  they  might  enjoy 
a  part  of  the  higher  returns.   As  a  result  of  this  situation,  in 
1920  several  companies  offered  each  grower  a  choice  between  a 
guaranteed  fixed  price  contract  or  a  participating  contract  based 
upon  a  sharing  of  the  realization  from  the  marketing  of  the  sugar. 
The  majority  of  the  growers  chose  the  latter  and  from  that  day 
there  has  been  some  form  of  participating  contract  in  general  use 
throughout  the  United  States  sugarbeet  industry. 

Sugarbeet  Production:  Present 

That  is  a  capsule  of  history.   Now,  let  us  consider  the  present. 
Last  year  --  1966  --  the  domestic  sugarbeet  crop  provided  a  little 
less  than  one-third  of  total  U.  S.  sugar  requirements.   About 
30,000  farmers  in  24  States  planted  nearly  1.25  million  acres  of 
beets  for  harvest  during  the  year.   Practically  all  these  growers 
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are  voluntary  members  of  local  producer  associations,  officials 
of  which  represent  the  full  membership  in  contract  negotiations 
with  the  individual  processing  companies. 

There  were  61  sugarbeet  processing  factories  in  operation  during 
the  1966-67  season.   In  the  early  years  of  the  industry,  nearly 
every  factory  was  separately  owned,  but  as  a  result  of  acquisitions, 
absorption  and  other  combinations,  there  are  today  only  14  companies 
which  operate  the  61  plants. 

Bargaining  strength  of  the  parties  to  a  sugarbeet  contract  varies 
widely,  depending  in  large  degree  upon  the  alternatives  available 
to  either,  or  both,  parties.  Where  the  grower  may  turn  to  more 
than  one  processing  company  for  a  contract,  his  bargaining  power, 
obviously,  is  greater  than  that  of  his  counterpart  who  must  deal 
with  a  single  company.  In  most  regions  where  sugarbeets  are  pro- 
duced, the  grower  has  but  one  processor  within  reach. 

Negotiations  frequently  are  carried  on  between  a  regional  grower 
association  and  the  processor.   Nevertheless,  it  is  not  unusual 
that,  even  when  negotiated  by  the  same  parties,  contracts  in  dif- 
ferent factory  districts  within  a  given  region  will  vary  in  some 
details,  such  as  the  beet  price  and  other  terms  of  the  arrangement. 

An  inherent  weakness  in  the  current  situation  of  the  grower  in  his 
inability  to  be  as  intimately  and  constantly  aware  of  market  condi- 
tions as  he  need  be  or  as  the  processor  is  able  to  be  because  of 
the  very  nature  of  his  operations. 

The  quantity  and  quality  of  market  information  available  to  the 
growers  are  limited  by  its  availability  through  mass  information 
media  and  other  general  public  sources.   He  has  no  direct  channels 
to  the  "inside"  where  there  is  a  constant,  and  usually  quite 
accurate,  flow  of  intelligence  concerning  the  pricemaking  influences 
at  work  in  the  sugar  market. 

This  condition  has  developed  into  an  almost  classic  bone  of  conten- 
tion between  the  growers  and  processors  over  the  years.   The  growers 
believe  that  the  processing  companies  unfairly  withhold  from  them 
market  information  or  take  advantage  of  their  ability  to  let  the 
growers  know  only  what  they  want  them  to  know  and  nothing  more. 

Bargaining  Standpoints 

Sugarbeet  growers'  bargaining  strength  has  to  be  considered  from 
the  standpoints  of  the  regional  association,  the  local  association, 
and  the  individual  grower. 

A  regional  or  state  grower  association  probably  is  in  its  strongest 
bargaining  position  when  negotiating  with  a  single-plant  company 
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which  competes  with  other  single-plant  companies  in  its  territory. 
Conversely,  it  is  weakest  when  negotiating  with  a  multi-plant 
company  having  factories  located  in  an  area  where  there  is  no 
competition  with  other  companies,  or  with  a  multi-plant  company 
having  factories  both  within  and  outside  the  association's  terri- 
tory which  enables  the  processor  to  substitute  acreage  in  one  area 
for  that  of  another. 

The  Sugar  Act  directs  the  Secretary  to  establish  proportionate  shares 
(acreage  allotments )f or  individual  farms  if  he  determines  that  un- 
restricted production  would  yield  an  excessive  quantity  of  sugar. 
When  allotments  are  established,  sugarbeets  can  be  grown  only  on 
those  farms  that  have  acreage  allotments.   To  protect  that  vested 
right,  acreage  allotments  must  be  in  effect. 

At  times,  the  growers'  insistence  upon  acreage  allotments  --  adminis- 
tered by  the  Department  of  Agriculture  under  provisions  of  the  Sugar 
Act  --  is  the  source  of  bitter  controversy  with  the  processing  com- 
pany.  The  growers'  control  over  their  acreage  provides  a  certain 
amount  of  leverage  in  negotiating  with  the  processor,  since  the 
latter 's  marketing  allotment  is  based  upon  ability,  past  marketings, 
and  proportionate  share  acreage  upon  which  he  can  draw  for  his  raw 
material . 

On  the  whole,  despite  the  disadvantages  I  have  noted,  the  grower 
association's  bargaining  power  relative  to  price  is  somewhat  stronger 
than  in  regard  to  other  portions  of  the  sugarbeet  purchase  contract. 
This  is  because  price  information  inevitably  will  out.   In  spite  of 
the  communications  gap  --  deliberate  or  otherwise  --  since  sugar  is 
a  standard  commodity,  significant  changes  or  geographical  price 
variations  became  clear  for  everyone  to  see.   The  Department  of 
Agriculture,  for  example,  publishes  annually  the  average  prices  for 
sugarbeets  in  each  State. 

Greatest  strengths  of  regional  sugarbeet  grower  associations  rest 
largely  in  numbers  --  the  total  membership  represented,  the  compact- 
ness of  the  area  in  which  beets  are  produced,  and  obviously,  the 
degree   of  unanimity  of  the  members  and  the  quality  of  their  leader- 
ship. 

Four  Regionals 

There  are  four  regional  sugarbeet  grower  associations  in  the 
United  States  representing  more  than  90  percent  of  the  sugarbeet 
production  in  this  country.   Growers  in  Michigan,  Ohio,  and  New 
York  are  affiliated  with  the  Farmers  and  Manufacturers  Beet  Sugar 
Association.   North  Dakota,  Minnesota,  and  Iowa  growers  are  banded 
together  in  a  Red  River  Valley  Sugarbeet  Growers  Association.   The 
California  Beet  Growers  Association  represents  virtually  all  growers 
in  that  state. 

90 


Growers  of  the  Great  Plains,  the  Rocky  Mountain  area,  and  the 
Pacific  Northwest  are  allied  with  the  National  Sugarbeet  Growers 
Federation,   This  is  an  enormous  geographic  region  encompassing 
production  areas  in  which  there  are  widely  varying  environments. 
In  some  of  the  areas  competition  between  processing  companies 
for  available  beet  crops  is  quite  active;  in  others  such  competi- 
tion may  later  develop.   In  the  rest  of  the  region  there  is  no 
such  competition  for  raw  material  and  it  is  not  expected  in  the 
foreseeable  future. 

The  extent  of  the  area  covered  puts  the  Federation  in  a  position 
to  compare  contract  terms  and  results  among  the  various  processing 
companies  and  factory  districts  throughout  the  regions  I  have 
mentioned.   We  have  attempted  in  the  Federation  to  keep  each  affil- 
iated State  and  local  group  encompassed  in  our  overall  membership 
well  posted  on  the  direction  and  results  of  contract  negotiations 
in  each  district  and  to  assist  our  membership  in  numerous  additional 
matters . 

In  the  Federation  we  recognize  that  the  bargaining  power  of  an 
affiliated  association  is  likely  to  be  very  weak  if  it  lacks  infor- 
mation on  which  to  base  its  judgment  and  contract  goals.   The  local 
association  can  also  be  placed  in  a  tough  bargaining  position  if 
there  is  no  alternate  processor  in  the  area,  and  this  has  come  to 
be  an  acute  problem  in  recent  years  as  factories  have  been  shifted 
about  and  consolidated  and  acquisitions  have  been  consummated  by 
one  company  buying  out  another's  property  in  a  given  production 
area. 

The  grower  always  has,  of  course,  the  right  to  refuse  to  grow  the 
beet  crop,  if  he  cannot  negotiate  an  acceptable  contract  with  the 
processor.   But  this  expedient  is  usually  punitive  to  both  parties 
and  can  succeed  only  to  the  degree  that  there  is  unshakable  cohe- 
siveness  among  the  members  of  the  local  association. 

Non-Price  Contract  Consideration 

While  price  is  an  overriding  concern  in  the  contractual  negotia- 
tions, there  are  a  number  of  non-price  considerations  of  importance 
which  are  a  part  of  the  grower-processor  arrangement  and  which 
frequently  are  a  part  of  the  negotiations  between  these  two  parties. 

The  integrated  nature  of  the  industry  and  the  breadth  of  the  agree- 
ments upon  which  it  depends  require  a  high  degree  of  responsibility 
on  the  part  of  the  growers  and  the  processors.   Otherwise,  the 
arrangement  could  never  work.   The  formal  contract  normally  is 
supplemented  by  oral  agreements  and  custom. 
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The  processors'  non-price  responsibilities,  stated  in  the  contract, 
include  furnishing  seed;  providing  facilities  for  receiving  beets; 
and  sampling,  weighing,  and  testing  the  beets  as  prescribed. 

The  growers  and  the  agricultural  staffs  of  the  processing  company- 
reach  agreement  on  the  acreage  of  sugarbeets  for  each  farm,  within 
its  proportional  share  when  acreage  allotments  are  in  effect,  and 
the  location  of  the  land  to  be  used  each  year  for  beet  production. 
Factors  considered  include  soil  quality,  incidence  of  disease, 
crop  rotation,  availability  of  irrigation  water,  credit,  equipment, 
and  the  farmer's  record  as  a  sugarbeet  grower. 

Services  provided  by  the  processor  are  also  an  integral  part  of  the 
grower-processor  relationship,  whether  spelled  out  in  the  formal 
contract  or  agreed  upon  in  other  ways.   The  grower,  individually, 
does  much  to  improve  the  methods  and  equipment  used  in  sugarbeet 
culture  and  crop  delivery.   The  processors'  greater  total  resources 
enable  them  to  perform  functions  which  the  growers  are  not  in  posi- 
tion to  undertake.   Some  of  these  activities  include  continuing 
research,  development  of  new  equipment,  labor  recruitment,  and 
assistance  of  the  expert  agricultural  fieldmen. 

All  of  these  things  become  a  part  of  the  arrangement  between  the 
growers  and  processors,  whether  spelled  out  in  the  formal  contract 
or  not . 

While  both  the  growers  and  processors  have  investments  and  other 
commitments  extending  over  a  period  of  years,  the  beet  purchase 
contract  traditionally  is  effective  for  one  crop  year  only. 

On  the  company's  side,  things  which  influence  the  acreage  contracted 
each  year  include  the  factory  capacity,  the  company's  sugar  mar- 
keting allotment,  the  acreage  allotment  for  the  entire  factory  dis- 
trict, the  company's  inventory  position,  shifts  in  marketing  oppor- 
tunities and  the  effects  of  competitive  crops  on  farmer  desire  to 
grow  beets. 

Achievements  of  Federation 

Thus  far,  I  have  been  discussing  the  anatomy  of  the  grower-processor 
relationship  in  its  various  aspects  and  details.   Now  comes  the 
question  as  to  what  we  have  achieved. 

Cold  statistics  show  that  the  share  of  proceeds  received  by  producers 
increased  from  48  percent  in  1933  to  some  62  percent  in  recent  years. 
(This  includes  conditional  payments  under  the  sugar  program.) 

These  figures  might  seem  to  indicate  solid,  satisfactory  progress. 
On  the  contrary,  we  have  arrived  at  a  difficult  juncture  which  con- 
vinces us,  as  growers,  that  our  contractual  arrangement  must  be 
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modernized  if  our  industry  is  to  continue  to  function  properly  and 
reasonably  profitably  for  the  growers. 

In  a  word,  the  grower's  income  has  not  kept  pace  with  his  rising 
production  costs  and  we  have  reached  a  point  at  which  it  is  not  only 
desirable,  but  absolutely  mandatory  that  our  situation  be  improved. 

One  of  the  faults  has  been  the  traditional  practice  to  negotiate 
with  processors  as  a  local  or  regional  association.   While  for  a 
long  time  this  practice  seemed  to  be  successful  in  raising  grower 
income  and  bringing  about  limited  improvements  in  some  of  the  non- 
price  provisions  of  the  contracts,  any  major  improvement  was  prac- 
tically impossible. 

Contract  Improvement  Deterrents 

Inevitably,  several  factors  worked  against  the  growers  in  their 
efforts  to  overhaul  the  contract  to  gain  major  improvements.   Among 
these  factors  has  been  the  level  of  actual  sugar  prices  --  real, 
not  quoted.   Added  to  this  has  been  the  seeming  isolation  of  one 
association  from  another,  fertile  ground  for  cultivation  of  the 
divide-and-conquer  philosophy,  whether  deliberate  or  otherwise. 

And  the  processors,  largely  because  the  growers  were  unprepared  to 
turn  aside  such  arguments,  have  had  great  success  in  denying  major 
contract  revisions  on  the  grounds  that  such  change  would  give  the 
competition  an  advantage  of  one  sort  or  another,  principally,  how- 
ever, in  the  cost  of  his  raw  material.   Frequently,  the  threat  of 
looking  elsewhere  for  acreage  has  been  used  on  growers  who  have 
been  a  bit  too  persistent  in  pressing  their  demands  upon  their 
processor . 

Price  recieved  by  the  grower  has  become  the  main  issue.   Essentially, 
the  price  the  grower  receives  is  contingent  upon  the  net  proceeds 
realized  on  sale  of 'the sugar  and  the  sucrose  content  of  the  grower's 
beets.   There  has  been  only  minor  grower  dissatisfaction  over  the 
one  factor,  sucrose  content. 

But  there  has  been  increasing  and  serious  criticism  with  respect  to 
the  net  proceeds  arrangement.   Relatively  few  complaints  are  heard 
from  growers  regarding  the  price  they  receive  for  beets  when  they 
are  confident  that  the  processor  has  achieved  approximately  the 
expectable  returns  from  the  marketplace.   Growers  do,  however, 
raise  questions  and  voice  strong  complaints  when  the  realization 
from  the  marketplace  is  not  what  might  reasonably  be  expected. 
Unfortunately,  the  price  schedules  in  our  existing  contracts  are 
drawn  in  such  a  way  as  to  place  the  major  share  of  market  risk  on 
the  grower  while  he  has  no  participation  whatsoever  in  marketing 
decisions . 
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In  some  cases,  the  grower's  financial  share  of  the  marketing  deci- 
sion amounts  to  as  much  as  75  percent.   Sugarbeet  growers  have  been 
willing  to  accept  this  risk  so  long  as  they  felt  assured  the  pro- 
cessor was  striving  to  obtain  the  price  available  to  him  in  the 
market. 

In  recent  years,  however,  the  processors  have  failed  to  achieve  the 
level  of  returns  expected  by  the  growers  and  which  market  conditions 
indicated  should  have  been  achieved.   Caught  in  a  tightening  cost- 
price  squeeze  which  most  felt  was  created  by  the  processors'  market- 
ing methods,  growers  in  many  sections  of  the  country  came  to  look 
upon  the  beet  crop  as  less  and  less  desirable.   In  some  areas,  there 
has  ever  been  outright  refusal  to  go  on  producing  beets. 

All  of  us  recognize  that  our  industry  bears  a  great  responsibility 
to  the  country  to  produce  our  share  of  the  Nation's  sugar  require- 
ments.  This  responsibility  cannot  be  met  unless  growers  are  finan- 
cially able  to  continue  to  produce  this  important  crop. 

Our  associations  recognized  that  something  had  to  be  done,  and  we 
knew  by  bitter  experience  that  we  could  not  hope  to  solve  our 
problem  as  individuals  or  as  small  groups,  but  that  we  had  to 
unite  and  take  a  stand. 

Task  Force  Study 

Since  there  is  no  national  organization  of  sugarbeet  growers,  repre- 
sentatives of  the  four  major  regional  associations  I  mentioned 
earlier  joined  in  asking  the  Secretary  of  Agriculture  to  appoint 
a  U.  S.  grower  task  force.   This  task  force  was  to  undertake  a 
study  of  the  existing  contracts  and  marketing  practices  of  the 
industry  with  the  objective  of  suggestive  corrective  measures  to 
assure  sugarbeet  growers  an  equitable  realization  on  their  best 
crops . 

The  Secretary,  through  the  Director  of  his  Sugar  Policy  Staff, 
appointed  a  committee  of  eight  grower  representatives  who  together 
represented  about  95  percent  of  the  total  U.  S.  sugarbeet  pro- 
ducing industry. 

This  task  force,  after  weeks  of  study  and  analysis,  drew  together 
a  proposal  for  revision  of  the  sugarbeet  purchase  contract  effec- 
tive with  the  1967  crop.   The  proposal  was  ratified  by  all  local. 
State,  and  regional  grower  associations  with  two  minor  exceptions  -- 
in  Maine  and  Arizona,  which  are  new  producing  areas  only  now  getting 
under  way. 

In  late  May  and  early  June  of  last  year,  grov7er  representatives 
presented  the  new  proposal  to  officials  of  the  various  processing 
companies.   This  was  the  first  time  in  the  history  of  the  sugar- 
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beet  industry  in  the  United  States  that  a  unified  effort  was  being 
made  to  establish  a  national  formula  on  which  all  beet  purchase 
contracts  would  be  based. 

Even  though  the  task  force  and  the  growers  represented  believed, 
and  still  believe,  that  their  contract  proposal  was  eminently 
fair  and  equitable,  our  efforts  to  negotiate  with  the  various 
processors  produced  little  success.   Negotiations  continued  until 
November  1,  by  which  time  only  one  processor  and  one  grower  asso- 
ciation had  reached  contract  agreement.   Feeling  that  the  course 
had  been  run,  negotiations  were  discontinued. 

The  Secretary  of  Agriculture  has  the  responsibility  to  determine 
a  fair  and  reasonable  price  for  sugar  crops  grown  in  domestic 
areas.   Therefore,  the  growers  sought  this  last  resort,  regret- 
fully but  with  no  slackening  of  their  determination  to  solve 
their  problem. 

Responding  to  the  growers'  request  that  he  intercede,  the  Secretary 
arranged  a  fair  price  hearing  at  Omaha,  Nebraska  in  mid-November. 

Secretary's  Decision 

The  Secretary's  decision  has  just  been  announced.   His  determina- 
tion was  in  effect  a  compromise  of  the  issues.   In  general  he 
determined  that  fair  and  reasonable  prices  for  sugarbeets  of  the 
1967  crop  (at  the  expected  level  of  net  returns  from  sugar)  should 
be  higher  than  those  provided  in  the  1966  contracts.   But  he  took 
no  action  with  respect  to  the  other  principal  objective  of  sugar- 
beet  growers  which  dealt  with  a  minimum  guarantee  of  payment.   The 
Secretary  indicated  that  this  was  a  matter  which  could  more  effective- 
ly be  dealt  with  through  negotiation  between  the  various  grower 
associations  and  their  respective  processors. 

Already,  we  growers  feel  we  have  gained  much.   Even  though  our 
direct  negotiations  with  the  processors  to  date  have  borne  little 
fruit,  we  have  had  a  valuable  experience.   We  have  learned  how 
to  unite  and  work  toward  a  common  end.   In  digging  into  our  problem, 
we  have  broadened  our  education  and  we  have  found  a  new  capability 
for  reaching  into  the  fonts  of  information  too  long  and  too  often 
denied  us.   And  the  individual  grower  is  fully  awakened  to  the 
necessity  for  bargaining  on  a  national  scale  and  not  as  splinter 
groups . 

We  still  regret  having  had  to  carry  our  problem  to  the  national 
government,  but  we  had  no  alternative,  other  than  abject  surrender. 
We  have  surrendered  in  the  past  and  this  is  why  we  have  never  be- 
fore been  able  to  accomplish  any  major  step  forward  in  achieving 
the  kind  of  contract  we  must  have  to  survive  in  today's  world. 
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Let  me  underscore  one  point:   We  are  not  taking  an  irresponsible, 
self-centered  position.   We  are  intensely  proud  of  our  industry  and 
the  part  we  play  in  it.   We  are  realists  in  recognizing  that  our  de- 
sires and  aspirations  must  always  take  into  account  the  interests 
of  the  processors  and  the  consumers  we  serve  --  in  short,  the  national 
interest.   We  have  given  great  attention  to  the  economics  involved 
and  are  convinced  that  what  we  seek  is  economically  feasible  and  will, 
in  the  long  run,  actually  strengthen  our  total  industry.   And  we  have 
had  agreement,  in  principle,  from  our  processors  that  there  must  be  a 
solution  to  the  problem  so  that  our  industry  can  march  forward  to 
realize  its  great  and  growing  potential. 

We  believe  that  we  are  recognizing  what  all  producers  in  American 
agriculture  must  recognize,  if  they  have  not  already  --  that  we 
must  muster  and  use  our  bargaining  strength  through  our  bargaining 
associations  as  a  total  unit  and  not  as  small,  local  groups. 

It  wasn't  so  long  ago  that  the  processors  looked  with  disdain  and 
even  contempt  at  the  proposals  and  bargaining  efforts  of  sugarbeet 
grower  associations.   Their  strategy  was  to  take  us  on  one  at  a 
time  at  the  bargaining  table  and  beat  us  down  with  superior  force. 
While  this  might  have  been  successful  in  the  past,  I  can  assure 
one  and  all,  including  our  processor  friends,  such  will  not  be  the 
case  in  the  future. 
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8th  Conference, 
1964 


^  THE  1963  CALIFORNIA  BARGAINING  EXPERIENCE  IN  RETROSPECT  ,J^ 

Ralph  Bo  Bunje,  General  Manager 
California  Canning  Peach  Association 
San  Francisco,  Calif. 


"The  1963  Bargaining  Experience  in  Retrospect."  The  title  of  this  talk 
might  better  be  "Mediation  and  How  We  Got  There"  because  the  1963  market- 
ing activities  of  the  peach  association  were  not  only  complex  but 
probably  unsatisfactory  to  most  of  those  who  participated.   As  many 
of  you  no  doubt  know,  the  association,  as  well  as  several  canners ,  found 
it  necessary  to  invite  the  Director  of  Agriculture  in  California  to  act 
as  a  mediator. 

To  put  the  season  in  perspective,  I  must  describe  the  background  to  the 
1963  price  negotiations.   There  generally  was  a  poor  climate  for  good 
prices  in  1963.   This  was  because  of  the  large  supplies  of  canned  fruit 
marketed  during  the  preceding  year  --  many  at  low  prices.   Profits  for 
many  of  the  canners  were  slight  or  nonexistent,  and  competition  for  the 
available  supplies  by  the  processors  had  been  intense. 

This  competitive  situation  was  accompanied  by  liberal  finance  arrange- 
ments, bonuses,  and  the  like  that  tended  to  raise  growers'  ideas  as  to 
the  value  of  the  1963  crop.   The  industry  was  operating  under  a  producer- 
only  marketing  order  for  the  first  time.   Some  of  the  major  processors 
decided  not  to  support  a  joint  marketing  order.   The  results  was  that 
it  was  impossible  to  pinpoint  the  amount  of  the  crop  that  the  processors 
would  take.   In  addition,  prospects  for  the  crop  loomed  large  with  the 
total  bearing  acreage  high.   Against  this  background  the  association 
offered  its  peaches  to  the  processors  and  established  a  price  goal 
for  the  total  crop  of  $40.2  million.   This  was  less  than  the  crop  had 
been  sold  for  the  preceding  year. 

In  July  formal  offers  of  this  price  were  made  and  turned  down  twice  by 
the  processors.   The  association's  board  of  directors  felt  their  price 
offer  was  economically  sound.   It  was  apparent  that  the  total  supplies 
of  competitive  fruits  would  be  down  substantially  and  national  economic 
conditions  good  with  income  at  an  all-time  high. 

The  board  of  directors  also  believed  that  use  of  the  sliding  scale  of 
price  adjustment  to  volume  was  sound.   Following  the  price  rejections, 
negotiations  continued  on  a  day-to-day  basis  and  canners  made  price 
advances  during  the  season  to  the  growers. 
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As  it  became  apparent  that  negotiations  were  deadlocked,  the  association 
had  these  alternatives: 

1.  To  bring  a  lawsuit  under  the  reasonable  price  provision  of 
its  contract.   This  approach  was  not  favored  by  the  directors 
because  of  their  reluctance  to  bring  a  lawsuit  against  customers. 

2.  To  seek  mediation. 

3.  To  seek  arbitration. 

4.  To  keep  on  negotiating. 

The  board  decided  on  the  appointment  by  the  Director  of  Agriculture 
of  a  mediator,  J.  Franklin  Bennett,  now  Deputy  Director  of  Agriculture. 
Mr.  Bennett  requested  both  sides  to  present  their  positions  and  following 
these  presentations  he  made  a  proposal  to  satisfy  both  sides. 

The  mediator's  proposal  was  not  acceptable  and  we  made  a  counter  offer 
and  requested  the  mediator  ascertain  what  the  canners '  counter  offer 
might  be.   The  mediator  advised  that  the  counter  offer  was  $55  a  ton 
and  that  the  processors  would  go  no  further. 

When  this  information  was  given  to  the  board  of  directors,  they  instructed 
the  manager  to  file  a  complaint  under  the  agricultural  code  against  the 
canners  for  failure  to  pay  growers  in  accordance  with  the  contract  terms. 
Shortly  after  these  complaints  were  filed,  the  mediator  advised  that 
some  of  the  major  canners  would  alter  their  price  proposal  and  accept 
the  mediator's  $57  price,  provided  that  no  general  bonuses  be  paid 
beyond  that  point  and  that  the  association  and  the  processors  terminate 
any  future  pooling  arrangements. 

In  retrospect  it  is  my  opinion  that  neither  growers  nor  canners  would 
like  to  negotiate  under  the  rules  of  a  mediator.   The  blocked  negotia- 
tions generated  more  heat  than  light. 

Many  growers  were  astonished  at  the  lack  of  economic  basis  for  much  of 
the  f.o.b.  pricing  practices  in  the  canning  industry.   There  has  been  a 
hardening  of  attitudes  between  some  canners  and  growers  and  their  bar- 
gaining, and  this  is  to  be  deplored.   A  one  outlet  crop  such  as  cling 
peaches  needs  to  operate  in  a  climate  of  mutual  confidence. 

Other  methods  will  undoubtedly  be  tried  in  the  future  because  no  2  years 
have  been  the  same  in  our  industry.   It  is  my  personal  opinion  that 
third  party  negotiations  are  unsatisfactory  to  both  sides.   We  will  thus 
need  to  keep  searching  for  a  way  to  achieve  climate  for  negotiations 
that  will  result  in  better  net  returns  for  both  grower  and  processor 
as  well  as  a  better  future  for  the  whole  industry. 
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9th  Conference, 
1965 


■^  THE  1964  EXPERIENCE  OF  GREAT  LAKES  CHERRY  PRODUCERS 
BARGAINING  FOR  A  NATIONAL  PRICE  FOR  RED  TART  CHERRIES 

Berkley  I.  Freeman,  Secretary -Manager 

Great  Lakes  Cerry  Producers  Marketing  Cooperative 

Grand  Rapids,  Mich. 


This  was  the  picture  faced  by  our  board  of  directors  on  June  22,  1964, 
when  the  U.  S.  Department  of  Agriculture  published  its  final  crop 
estimates  before  harvest  began. 

After  experiencing  the  shortest  crop  of  cherries  in  history'-,  the  asso- 
ciation had  maintained  control  of  approximately  45  percent  of  the  tonnage 
available  in  the  Great  Lakes  States.   We  had  lost  197  members  over  the 
past  year  because  of  farm  consolidations  by  some  members  and  the 
rationale  of  too  low  a  price  for  a  short  crop  coupled  with  their  need 
to  share  association  expenses. 

We  had  returned  all  of  our  members '  3  percent  contingency  fund  for  1963 
and  part  of  their  3  percent  contingency  fund  and  2  percent  operating 
dues  for  1962.   Our  treasury  was  bare  because  of  this  return  and  the 
directors  had  raised  $47,000  by  subscription  in  their  areas  to  keep 
the  association  operative.   The  banks  had  loaned  us  an  additional 
$40,000  on  an  unsecured  basis  to  start  a  procession  operation  on 
Individually  Quick  Frozen  (lo  Q.  F.)  Cherries,  a  new  method  of  processing 
frozen  cherries  that  shows  promise  for  expanding  our  market  and  making 
a  profit. 

There  were  no  Federal  or  State  marketing  orders  in  operation  for  supply 
management.   A  relatively  small  voluntary  advertising  and  promotion 
program  was  in  effect  but  its  activities  had  been  drastically  curtailed 
in  1963. 

The  USDA  crop  estimate  used  by  the  association  for  price  determination 
on  June  22  was  400  million  pounds.   The  previous  record  was  352  million 
pounds  produced  in  1962.   In  that  year,  320  million  pounds  had  been 
received  by  processors  and  about  30  million  pounds  had  been  abandoned 
because  of  lack  of  facilities  and  poor  quality.   The  board  assumed 
that  regardless  of  the  size  of  the  crop,  a  maximum  of  360  million 
pounds  could  be  harvested  with  present  facilities. 

The  board  faced  up  to  the  fact  that  in  view  of  the  size  of  the  crop 
and  the  association's  control  of  only  45  percent  of  that  crop,  that 
association  members  would  have  to  bear  the  brunt  of  any  holdout  opera- 
tions in  negotiating  with  processors.   Our  association's  attorney  gave 
the  opinion  that  it  was  the  board's  fiduciary  responsibility  to  negotiate 
the  best  price  possible  for  our  members.   The  board  voted  to  proceed 
with  negotiations  in  the  face  of  the  insurmountable  odds. 
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Price  Negotiations 

Based  upon  our  low  carryover  position  and  the  limited  capacity  of  pro- 
cessing facilities,  the  board  announced  a  price  of  6-1/4  cents  a  pound 
for  its  members'  cherries.   In  view  of  the  fact  that  average  harvest 
costs  are  3  cents  a  pound  for  cherries,  this  price  represents  the 
average  cost  of  production  on  normal  crop  years.   Processors  unanimously 
rejected  this  price. 

Since  the  capacity  of  the  industry  to  process  and  the  size  of  the  crop 
were  the  primary  facts  in  dispute,  the  association  announced  a  second 
price  based  upon  a  schedule  of  prices,  the  final  price  to  be  determined 
on  September  1  when  the  crop  had  been  harvested  and  the  amount  received 
by  processors  had  been  factually  determined.   This  schedule  established 
a  minimum  price  of  5  cents  a  pound  on  the  basis  of  370  million  or  more 
pounds  processed,  with  prices  advancing  1/4  cent  a  pound  for  every  10 
million  pounds  less  delivered  to  processors. 

A  second  round  of  negotiations  took  place  on  this  basis.   Six  small 
processors  agreed  to  this  schedule  and  signed  the  association's  contract. 
The  majority  rejected  the  principle  of  a  scale  of  prices  because  of 
the  necessity  of  making  sale  on  a  firm  price  basis.   This  was  especially 
true  of  buyers  of  frozen  cherries  and  approximately  one-half  the  cherry 
pack  is  normally  frozen.   Large  buyers  of  frozen  fruits  who  use  this 
product  to  remanuf acture  bakery  and  other  products  have  developed  a 
speculative  method  of  buying  that  demands  a  firm  cash  price  in  order 
to  hedge  against  inventories  and  advances  and  reductions  of  subsequent 
f.o.b.  prices  during  the  marketing  year.   The  institutional  frozen 
food  business  is  characterized  by  numerous  small  packers  and,  therefore, 
subject  to  great  price  fluctuations. 

After  rejection  of  the  association's  second  price  offer,  the  directors 
authorized  the  manager  to  negotiate  the  best  price  possible  based  upon 
the  best  offer  available  from  processors.   Along  with  the  six  small 
processors  who  had  previously  signed  the  association  contract,  three 
major  processors  agreed  to  purchase  association  members'  cherries  for 
a  firm  cash  price  of  5  cents  a  pound. 

Changes  in  Contract 

In  negotiating  with  cash  price,  a  concession  was  made  in  the  association's 
contract  with  processors.   It  had  now  developed  that  based  on  current 
deliveries  and  USDA's  July  1  crop  estimate,  the  tonnage  on  the  trees 
was  estimated  as  greater  than  400  million  pounds.   Final  tonnage 
determined  after  harvest  was  508  million  pounds,  of  which  436  million 
pounds  was  delivered  to  the  processor. 

The  change  in  contract  was  negotiated  on  the  basis  of  the  increasing 
estimate  of  tonnage  on  the  trees  and  the  known  limitations  on  pro- 
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cessing  facilities  and  markets.   In  past  years,  processors  bought 
all  or  a  part  of  the  entire  tonnage  offered  them  by  the  association 
members  and  agreed  to  an  overall  10  percent  error  in  that  estimate, 
over  or  under,  as  constituting  compliance  with  the  contract.   It  was 
decided  that  under  the  surplus  condition  existing,  there  could  be  no 
10  percent  tolerance  on  deliveries  and  that  processors  would  buy  the 
tonnage  specified  on  each  grower's  individual  Exhibit  "A."  The  sum  of 
these  Exhibits  "A"  was  to  constitute  the  entire  purchase  of  the  processor. 

It  was  further  understood  that  our  members  would  be  protected  from 
being  discriminated  against  in  any  overall  limitation  of  tonnage  by  a 
processor  and  that  if  a  processor  bought  only  a  specific  tonnage  from 
individual  growers,  it  would  take  into  consideration  a  system  that  did 
not  adversely  affect  the  association  members.   For  instance,  some 
processors  agreed  to  buy  85  percent  of  the  tonnage  offered  them  and 
attempted  to  enforce  a  15  percent  cutback  across  the  board  to  all  growers 
delivering.   Another  processor  agreed  to  limit  all  growers '  deliveries 
to  10  percent  over  the  tonnage  delivered  in  1962,  the  last  record  year. 
Most  processors  assigned  daily  quotas  to  growers  so  that  the  capacity 
of  their  plant  was  not  exceeded  but  utilized  to  the  fullest  extent. 

Deliveries  85  Percent  of  Production 

The  association,  working  with  processors  to  keep  order  under  almost 
impossible  conditions,  established  a  rule  of  thumb  based  upon  the  fact 
that  in  accordance  with  the  July  1  estimate,  if  growers  left  15  percent 
of  their  fruit  unharvested,  then  the  target  of  370  million  pounds 
delivered  to  processors  could  be  realized.   The  association,  working 
with  processors,  established  an  objective  of  having  85  percent  of  its 
members'  cherries  sold  and  delivered.   Members  delivering  to  cooperative 
processors  were  exempts 

Amazingly  enough,  this  goal  was  achieved.   However,  the  436  million 
pounds  delivered  to  processors  represented  85  percent  of  the  508 
million  pounds  that  were  actually  on  the  trees  and  not  the  estimate 
of  440  million  pounds.   This  figure  of  436  million  pounds  delivered  to 
processors  was  44  percent  over  the  previous  record  production  of  1962, 
82  percent  over  the  5-year  average,  and  over  three  times  as  many  cherries 
as  were  harvested  in  1963o 

Problems  With  Processors 

Meanwhile  back  at  the  negotiating  table,  an  impasse  had  been  reached. 
Processors  in  early  harvest  areas  had  agreed  to  the  association's  5  cent 
price  and  contract.   Processors  in  later  districts  not  under  the  pressure 
to  buy  and  sell  sat  back  and  refused  to  commit  themselves.   The  asso- 
ciation's contract  called  for  payment  to  members  in  no  less  than  30  days 
from  delivery.   Processors  in  the  early  districts  at  this  point  advanced 
only  3  cents  down  and  made  this  the  price  for  all  nonmembers.   Three  cents 
represents  the  average  cost  of  harvesting  hand-picked  cherries, 
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Northern  processors  were  then  faced  with  making  a  decision.   Based  upon 
intensified  negotiations,  northern  processors  signed  the  association 
contract  committing  themselves  to  a  5-cent  price  to  the  grower.   How- 
ever, the  association  had  to  make  one  further  concession. 

A  paragraph  was  added  to  the  association  contract  allowing  processors  to 
notify  the  association  24  hours  in  advance  of  a  price  change  by  the 
processor.   If  the  processor  notified  the  association  of  a  price  lower 
than  the  association's  price  of  5  cents,  then  the  association  had  the 
option  of  accepting  that  lower  price  for  that  tonnage  and  all  prior 
delivered  tonnage  or  to  withdraw  its  members'  tonnage  from  that  pro- 
cessor who  desired  to  lower  his  price.   If  the  association  stopped 
delivery,  then  the  processor  was  committed  to  pay  5  cents  a  pound  in 
accordance  with  the  association's  contract  for  all  cherries  delivered 
up  to  the  time  the  price  change  went  into  effect. 

Contract  for  Processing  Facilities 

Before  this  agreement,  the  association  had  contracted  for  and  had 
established  processing  facilities,,   In  New  York  State  where  a  major 
processor  went  bankrupt  on  June  15,  the  association,  with  no  other 
alternative,  leased  his  facilities,  qualified  for  a  license  to  operate 
a  processing  plant,  and  operated  the  plant  as  a  cooperative  processor. 
In  Michigan,  the  association  had  contracted  with  a  freezing  plant  to 
process  I.Q.F.  Cherries  and  with  a  canning  plant  to  process  cases  of 
6/lOs.   Both  of  these  operations  were  intended  to  meet  export  commitments 
in  accordance  with  the  association's  effort  to  expand  export  markets. 
In  Wisconsin,  another  I.Q.F.  freezing  plant  was  contracted  for  before 
harvest. 

Now,  under  the  threat  of  constant  price  reduction,  the  association 
contracted  with  other  processors  for  the  use  of  their  processing 
facilities  when  available.   These  additional  facilities  were  also 
necessary  when  it  became  obvious  that  members  whose  cherries  were 
refused  by  processors,  or  who  normally  delivered  to  a  receiving  station 
for  sale  by  a  first  handler  to  processors  out  of  his  area,  were  without 
a  home  for  their  cherries. 

Association  Efforts  To  Handle  Crop 

Five  processors  notified  the  association  they  were  going  to  lower  the 
price.   In  every  case,  the  association  either  diverted  cherries  from 
their  plants  or  leased  their  facilities  and  had  their  members'  cherries 
processed  cooperatively  for  the  account  of  the  association.   The  5-cent 
price  to  the  grower  was  maintained  throughout  harvest o   In  total,  the 
association  processed  12  million  pounds  of  cherries  in  its  exclusively 
run  plants  and  had  processed  by  10  commercial  processors  an  additional 
16  million  pounds  of  its  members'  fruit. 
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In  addition  to  this,  the  association  bought  1,170,000  pounds  of  pro- 
cessed frozen  cherries  that  were  a  threat  to  the  existing  price 
structure  and  which  were  purchased  from  small  processors  at  prices 
well  below  the  10-1/2  cents  a  pound  figure  that  was  needed  to  maintain 
a  5-cent  price  to  the  grower  and  a  minimum  break-even  cost  for  pro- 
cessing of  5-1/2  cents  a  pound.   The  normal  cost  for  processing  cherries 
in  30-pound  tins  is  6  cents  a  pound.   This  does  not  include  3  percent 
for  brokerage. 

In  order  to  accomplish  the  above,  the  association  borrowed  a  total  of 
$2,089,573  from  five  commercial  banks  and  four  private  companies. 
Operating  expenses,  storage  bills,  and  interest  have  been  kept  current. 
These  costs  average  about  $50,000  a  month.   Sales  have  been  made  to 
Western  Europe  and  in  a  new  product,  I.Q.F.  Cherries,  in  order  to  keep 
these  payments  up  and  yet  not  sell  on  the  established  markets. 

The  association  holds  over  18  million  pounds  of  frozen  cherries  in 
inventory  and  over  2  million  pounds  of  canned  cherries.   It  has 
announced  a  policy  of  not  selling  these  below  the  cost  of  processing 
and  the  grower  price  until  next  year's  crop  is  known  and  this  year's 
movement  achieved.   To  date  the  price  of  frozen  cherries  has  remained 
firm  at  10-1/2  cents  a  pound  and  movement  is  39  percent  ahead  of  the 
previous  4-year  average;  the  price  of  canned  cherries  has  increased 
30  cents  a  case  for  institutional  sizes  and  15  cents  a  case  for  retail 
sizes  while  movement  is  35  percent  above  1962. 

Throughout  the  harvest  season,  processors  have  lived  up  to  their 
contracts.   The  association  has  collected  80  percent  of  its  dues  and 
assessm'^nts  with  a  firm  arrangement  to  collect  the  remainder.   Growers 
have  been  paid  their  full  5-cent  price  except  for  those  delivering 
to  cooperatives  and  those  who  have  agreed  to  defer  payments  to  help 
processors  finance  their  inventory. 

What  This  Experience  Taught 

The  purpose  of  this  report  is  not  to  eulogize  bargaining  associations 
or  heap  praise  on  the  directors,  members,  and  manager  of  Great  Lakes 
Cherry  Producers.   It  is  to  add  further  proof  that  bargaining  asso- 
ciations alone  are  not  equipped  to  cope  with  the  vital  supply  and 
marketing  problems  of  the  fruit  and  vegetable  industry.   This  year's 
total  operation  for  cherry  growers  and  processors  will  result  in  a  net 
loss  to  them.   The  financial  measures  required  to  meet  an  emergency  are 
an  undue  and  unfair  risk  to  the  growers  and  processors  that  support 
the  Great  Lakes  cooperative  effort. 

On  the  other  hand,  corporations  who  use  cherries  in  their  nationally 
advertised  retail  products  have  received  an  advantage  from  such 
emergencies.   The  larger  retailer  has  been  able  to  feature  cherries 
as  a  bargain  to  attract  customers  into  their  own  stores.   This  year 


104 


he  may  sell  more  cherries  but  the  net  result  is  to  strengthen  the 
retailer's  franchise  and  not  the  commodity  under  pressure. 

The  only  benefit  to  growers  can  come  by  way  of  a  lesson  learned.   This 
year's  experience  in  the  cherry  industry  is  proof  that  a  little  coopera- 
tion is  better  thannone  and  can  be  stretched  to  go  a  long  way.   It  is 
proof  that  in  the  face  of  over-supply,  only  the  grower  is  willing  or 
able  to  defend  his  own  interests.   It  is  proof  that  the  grower  and  pro- 
cessor profits  are  inseparably  bound  together  in  the  profitability  of 
the  commodity  they  handle.   It  is  proof  that  any  constructive  cooperative 
effort  that  contributes  to  the  long-run  stability  of  the  food  business 
will  be  met  by  cooperation  from  other  facets  of  the  business  such  as 
banks,  suppliers,  and  processors,,   It  is  proof  that  dependence  on  short 
supplies  for  bargaining  power  by  growers  does  not  pay.   Emergencies  in 
the  fruit  business  must  be  planned  for,  not  reacted  to.   It  is  further 
proof  that  corporations  adequately  staffed  and  financed  to  play  the 
averages  will  always  come  out  ahead  of  individuals  betting  the  odds  on 
what  Mother  Nature  brings  forth. 

At  this  stage  of  the  marketing  year,  it  is  obvious  that  a  crop  of  this 
size  has  repercussions  on  the  following  year.   The  unprecedented  move- 
ment of  380  million  pounds  of  canned  and  frozen  cherries  that  will  be 
achieved  this  year  will  still  leave  a  record  carryover  of  65  million  pounds, 
The  fact  that  this  record  movement  was  generated  by  prices  below  costs 
to  both  grower  and  processor  will  affect  the  capital  available  in  the 
industry  for  handling  a  crop  of  any  size  in  1965.   All  of  our  efforts 
to  minimize  losses  and  avert  disaster  will  have  been  in  vain  if  supplies 
are  not  better  managed  and  brought  in  line  with  demand. 

We  have  gained  a  little  time  to  develop  better  methods  of  industry 
management  and  supply  control.   To  this  end,  the  association  is  working 
with  other  organizations  in  the  industry  to  have  a  Federal  marketing 
order  for  supply-management  control  available  for  grower  and  processor 
referendum  by  June  1,  1965.   This  marketing  order,  if  voted  in  by 
growers  and  processors,  will  enable  the  industry  as  a  whole,  in  five 
States  producing  95  percent  of  the  crop,  to  retain  in  inventory  or 
divert  to  new  markets  any  portion  of  the  1965  crop  that  is  deemed  in 
excess  of  a  normal  supply.   Without  this  management  tool,  our  cherry 
industry  is  like  a  sailing  ship  in  a  race  with  a  power  ship,  completely 
dependent  upon  the  winds. 

In  the  long  run,  the  added  pressures  generated  by  unpredictable  sur- 
pluses have  clearly  exposed  the  basic  weaknesses  of  the  marketing  structure 
in  the  cherry  industry.   They  have  helped  growers  see  their  position 
and  vulnerability  in  a  period  of  rapid  change.   The  head-on  clash  in 
the  food  industry  between  the  publicly -owned,  professionally  managed, 
large  diversified  corporation  and  the  privately-owned,  commodity- 
oriented,  individual  producer  or  processor  is  dramatically  revealed. 
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As  the  large  corporation  takes  on  the  functions  of  product  development, 
brand  identification,  distribution,  and  communications  to  the  public, 
the  individual  dependent  upon  these  functions  becomes  the  raw  material 
supplier.   He  is  under  constant  pressure  because  in  his  effort  to 
compete  he  must  increase  his  productive  efficiency  and  thereby  weaken 
his  market  position  by  supplying  a  volume  greater  than  needed  by  the 
large  corporation.   He  is  faced  with  competitors  with  other  raw  com- 
modities who  are  also  under  unrelenting  pressure  to  increase  their 
own  productive  capacity. 

In  an  economic  squeeze  such  as  this,  the  only  answer  is  both  vertical 
and  horizontal  integration  of  the  producer-processor.  One  purpose  of 
this  is  to  gain  control  of  supplies  so  that  repeated  surpluses  do  not 
completely  destroy  the  management  and  capital  that  makes  agricultural 
abundance  possible.  Another  is  to  regain  some  influence  in  the  product 
development,  promotion,  and  distribution  of  their  commodity.  Without 
some  control  over  these  functions,  the  job  of  supplying  the  market 
intelligently  becomes  almost  impossible. 

At  this  stage  of  our  economic  development,  this  integration  can  be 
accomplished  cooperatively  by  the  remaining  growers  and  independent 
processors  in  the  business  who  have  vested  commodity  interests  or  it 
can  be  accomplished  by  economic  attrition  wherein  the  large  corporation 
assumes  the  raw  product  supply  function  in  addition  to  its  other 
consumer-oriented  functionSc   The  sociological  implications  of  this 
development  are  now  the  subject  of  a  national  review  and  investigation 
by  the  recently  established  National  Commission  on  Food  Marketing  under 
Chairman  Justice  Phil  So  Gibsono 

The  cherry  industry  hopes  to  act  on  the  lessons  taught  by  recent  years 
rather  than  wait  for  this  report.   It  intends  to  protect  itself  by 
attempting  to  integrate  cooperatively  in  order  to  capitalize  on  its 
current  investments  and  to  expand  the  economy  of  the  geographical 
section  best  suited  for  raising  red  tart  cherries.   We  are  convinced 
that  a  negotiation  procedure  such  as  used  by  a  bargaining  association 
does  not  go  far  enough  to  counteract  the  severe  economic  imbalance 
between  present-day  suppliers  and  buyers  in  the  cherry  industry.   It 
is  merely  a  starting  point  in  the  needed  integration  plans  for  growing 
and  processing  a  commodity. 

To  this  end,  we  are  starting  talks  with  local  established  processing 
cooperatives  and  independently-owned  processors  with  the  hope  that 
they  will  unite  with  independent  growers  to  form  a  strong,  market- 
oriented  cooperative  capable  of  utilizing  professional  management  and 
broad  financial  support. 

It  is  hoped  that  a  cooperative  effort  of  sufficient  magnitude  can  be 
developed  to  make  it  possible  to  supply  the  U.  S.  market  and  the  world 
market  with  the  fruit  and  vegetable  products  best  adapted  to  the  Great 
Lakes  area  at  a  profit  to  those  who  grow  and  process  these  commodities. 
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WHAT'S  NEW  IN  THE  AMERICAN  AGRICULTURAL 
MARKETING  ASSOCIATION? 

Harold  J.  Hartley,  Manager 

American  Agricultural  Marketing  Association 

Chicago,  Illo 


In  1960,  the  American  Farm  Bureau  Federation  established  a  marketing 
affiliate,  the  American  Agricultural  Marketing  Association  (AAMA)  to 
assist  state  Farm  Bureaus  in  carrying  out  their  current  marketing 
programs  and  in  setting  up  new  projects  to  cope  with  the  many 
revoluntionary  changes  which  have  been  taking  place  in  recent  years. 

This  action  did  not  result  from  a  sudden  new  interest  in  marketing, 
as  Farm  Bureau  has  been  very  active  in  this  area  of  work  for  a  long 
time.   It  came  about  as  a  result  of  a  realization  that  changes  arising 
out  of  an  increase  in  direct  buying,  specialization,  concentration  of 
buying  in  the  hands  of  fewer  purchasers,  volume  buying  on  specifications, 
and  the  more  general  use  of  contracts  in  production  and  marketing  called 
for  new  approaches  in  many  cases  and  greater  emphasis  on  the  bargaining 
type  of  organization,  especially  where  contracts  are  involved. 

Farm  Bureau  Operations 

State  Farm  Bureaus  have  also  set  up  affiliates  to  sell  farm  products 
in  domestic  and  foreign  markets.   These  new  affiliates,  which  are 
often  in  addition  to  other  state  Farm  Bureau  marketing  programs, 
are  giving  primary  attention  to  the  development  of  new  marketing 
programs  for  commodities  where  growers  believe  that  a  need  for  such 
service  exists. 

Currently,  state  Farm  Bureau  affiliated  marketing  associations  are 
organized  and  operating  in  33  stateSo   Nine  of  these  have  begun  opera- 
tions in  the  past  18  months  as  a  result  of  new  commodity  programs 
being  initiated. 

Farm  Bureau  marketing  operations  --  those  within  the  AAMA  and  state 
association  framework  --  are  staffed  by  an  equivalent  of  36  full  time 
men.   In  some  states,  one  man  is  employed  in  the  marketing  program  on 
a  part  time  basis  while  other  states  are  staffed  by  one,  two  and  some- 
times three  men  devoting  full  time  to  marketing  activities. 

The  AAMA  staff  is  headed  by  Dr.  Kenneth  Hood  who  is  general  manager 
and  the  former  director  of  the  AFBF  Commodity  Division.   The  AAMA 
Fruit  and  Vegetable  Division  is  staffed  by  myself,  as  manager,  and  two 
assistant  managers,  Don  Pollitt  and  Tom  Bennett.   The  AAMA  Poultry 
Division  is  managed  by  Dr.  William  Jasper.   Troy  Barton,  who  is  field 
coordinator  of  the  AAMA,  is  devoting  full  time  at  the  present  to  the 
broiler  program. 
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In  addition  to  the  AAMA  and  state  marketing  association  staff  members 
who  have  responsibility  in  the  operational  phases  of  marketing,  AFBF 
and  state  Farm  Bureau  personnel  also  play  an  important  part  in  the 
organizational  and  developmental  phases  of  the  program. 

Wayne  Tyler,  AFBF  director  of  Market  Services,  spends  full  time 
assisting  state  Farm  Bureaus  in  t he  early  stage  of  organization. 

The  AFBF  Marketing  Research  and  Commodity  Activities  Division  staff 
conducts  marketing  feasibility  studies  and  market  research  to  back 
up  AAMA  operations. 

The  AFBF  Field  Services  Division,  the  AFBF  Information  Division,  and 
the  AFBF  Legal  Staff  also  provide  valuable  assistance  in  their  specialized 
areas  of  activity.   Full  coordination  of  Farm  Bureau  marketing  programs 
is  provided  by  AFBF  and  AAMA  officers.  President  Charles  B.  Shuman, 
Secretary-Treasurer  Roger  Fleming,  and  General  Counsel  Allen  Lauterbach. 

I  have  called  your  attention  to  the  scope  of  the  organization  and  the 
extent  of  staff  support  only  to  emphasize  the  fact  that  Farm  Bureau 
marketing  activities  are  being  given  high  priority. 

Marketing  Programs 

Seven  years  ago,  at  the  urging  of  fruit  and  vegetable  growers.  Farm 
Bureau  began  to  explore  the  shadowy  corners  of  this  relatively  new 
area  of  marketing.   Many  in  the  Farm  Bureau  felt  excitement  in  dis- 
cussing the  idea  of  building  farmers '  market  muscle  through  organized 
group  efforto   Almost  as  many  flinched  at  the  prospects  of  pitting 
farmers'  organized  marketing  power  against  buyers'  power  in  a  con- 
troversy over  the  value  of  farmers'  products. 

Now,  after  many  interesting,  exciting,  frustrating  and  successful 
experiences,  those  who  have  spearheaded  Farm  Bureau's  marketing  programs 
know  the  program  works.   They  know  that  farmers  can  and  must  proceed 
full  speed  ahead. 

Most  of  the  shadowy  comers  have  been  explored  and  there  have  been  no 
major  catastrophes.   Many  who  presumably  inhabited  those  dark  corners 
have  proven  to  be  much  less  frightening  than  imagined.   Some  have  shown 
a  desire  to  participate  in  the  changes  which  must  envolve  in  agricultural 
marketing. 

For  the  next  few  minutes,  let  me  review  the  AAMA  and  state  Farm  Bureau 
marketing  association  programs  now  in  the  operational  stages. 

Tomato  Program 

For  many  years ,  tomato  growers  have  felt  the  need  for  an  organized 
effort  to  improve  processing  tomato  production  and  marketing  contracts. 
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Faced  with  the  buying  power  of  giant  national  processors,  many  of  their 
efforts  were  proven  futile.   The  need  for  niational  organization  and 
coordination  was  acute. 

When  the  AAMA  was  established,  existing  state  tomato  bargaining  organi- 
zations located  in  Ohio,  Pennsylvania,  New  York,  Utah,  and  New  Jersey 
urged  the  AAMA  to  assist  in  organizing  tomato  growers  in  other  tomato 
producing  states.   As  growers  in  these  other  states  became  members  of 
state  Farm  Bureau  marketing  associations,  existing  tomato  bargaining 
groups  elected  to  merge  with  state  Farm  Bureau  marketing  associations 
in  their  states.   By  so  doing,  they  established  a  network  of  organized 
tomato  growers  cooperatives  through  the  AAMA. 

Liaison  was  also  established  with  organized  tomato  growers  in  Texas 
and  California. 

The  past  six  years'  experience  has  conclusively  proven  that  negotiation 
of  tomato  contracts  can  be  carried  out  in  a  manner  satisfactory  to  growers 
and  processors.   At  this  time  only  one  national  processor  continues  to 
reject  tomato  growers'  efforts  to  be  represented  in  contract  negotiations 
by  organized  grower  committees. 

The  experiences  in  the  tomato  program  have  been  invaluable  as  producers 
of  other  annual  crops  move  into  contract  marketing  activities. 

Processing  Apple  Programs 

Growers  of  processing  fruits  have  a  long  and  successful  history  in 
organized  bargaining  efforts.   Growers  of  cling  peaches,  canning  pears, 
freestone  peaches,  red  sour  processing  cherries,  apricots,  and  a  number 
of  small  fruits  have  been  organized  for  bargaining  purposes  for  many 
years.   One  of  the  exceptions  and  a  weak  link  in  the  total  processing 
fruit  marketing  field  was  processing  apple  growers. 

Dating  back  many  years,  apple  growers  had  discussed  the  need  for  such 

a  program.   Past  efforts  to  organize  growers  had  not  proven  successful  -- 

for  a  variety  of  reasons. 

In  1961,  apple  growers  in  the  eastern  and  midwestern  states  sought 
assistance  from  the  AAMA.   To  make  a  long  story  short,  the  same 
pattern  used  in  the  tomato  program  --  organization  of  new  areas  and 
merging  of  existing  groups  --  resulted  in  a  network  of  organized  apple 
growers  in  eight  major  eastern  and  midwestern  apple  producing  states. 

The  program  combines  a  comprehensive  grower  information  service  with 
a  concentrated  schedule  of  processor  conferences  in  an  effort  to 
encourage  the  industry  to  adopt  stable,  uniform,  and  realistic 
processing  apple  prices. 
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Each  fall,  a  new  set  of  marketing  factors  has  confronted  the  industry 
as  it  has  attempted  to  find  and  establish  a  mutually  satisfactory  price 
level.   The  AAMA  has  played  an  active  role  in  this  difficult  task  and 
the  results  have  been  very  satisfactory. 

This  program  provides  experience  in  an  area  of  marketing  which  calls 
for  price  analysis  and  price  agreement  at  or  near  the  time  of  harvest 
and  delivery.   It  is  a  valuable  experience  to  deal  with  perennial 
crops  of  this  nature. 

Grape  Program 

This  program  operates  in  a  four-state  area  which  produces  a  large 
percentage  of  the  American-type  grapes  used  mostly  for  processing. 

Growers  have  not  had  adequate  market  information  for  many  years  and 
wild  price  fluctuations  have  resulted  in  widespread  grower  criticism 
of  processors. 

The  AAMA  program's  initial  efforts  are  directed  toward  creating  a 
better  understanding  of  grape  marketing  problems  with  an  ultimate 
goal  of  providing  solutions  to  these  problems. 

Processing  Vegetable  Program 

The  AAMA  has  provided  contracting  information  to  processing  vegetable 
growers  for  many  years.   Growers  in  eight  eastern  and  six  midwestern 
states  have  now  requested  additional  service  leading  to  actual  contract 
negotiations.   This  program  has  been  initiated.   The  commodities  included 
are  snap  beans,  lima  beans,  sweet  com,  green  peas,  cucumbers,  peppers, 
asparagus  and  carrots.   A  grower  may  subscribe  to  the  services  for  one 
or  more  of  these  commodities. 

Broiler  Service 

Broiler  growers  in  11  southern  states  are  taking  part  in  an  AAMA  mar- 
keting service  which  will  help  them  to  increase  their  net  profits. 
Growers  with  house  capacity  of  over  78  million  birds  have  committed 
their  support  to  this  program,  one  which  already  has  shown  excellent 
results.   A  12-point  program  has  been  proposed  which  deals  with  the 
most  prevalent  contract  weaknesses  and  establishes  procedures  to 
correct  them. 

Broiler  contractors  have  been  concerned  about  this  new  venture. 
However,  most  of  them  have  accepted  the  fact  that  growers  eventually 
will  be  organized  and  have  met  with  our  people  to  discuss  problems  and 
issues.   A  number  of  firms  have  initiated  contract  changes  that  are 
beneficial  to  growers.   There  are  a  few  contractors,  mostly  large 
independents,  who  only  reluctantly  recognize  our  existence.   With  one 
exception,  all  of  the  large  regional  and  national  contractors  have 
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willingly  discussed  industry  problems  and  contracts  and  have  made 
changes  when  the  requests  were  reasonableo 

Other  Programs 

Producers  of  apricots,  maple  syrup,  timber,  peaches,  swine,  fowl, 
wheat,  and  soybeans  are  also  receiving  services  from  their  state  Farm 
Bureau  associations.   These  services  range  from  information  and  market 
analysis  to  actual  contract  negotiation  and  sales. 

Current  Projects 

As  the  AAMA  program  moves  forward,  producers  of  many  commodities  have 
requested  exploratory  studies  to  determine  if  marketing  projects  are 
feasible. 

Currently,  the  AFBF  Market  Research  and  Commodity  Activities  Division 
is  conducting  exploratory  projects  with  producers  of  livestock,  dry 
edible  beans,  potatoes,  and  wool.   These  studies  may  lead  into  new 
operational  programs  soon. 

In  addition  to  the  programs  currently  in  operation  and  the  feasibility 
studies  being  carried  on.  Farm  Bureau  is  also  vitally  interested  in 
providing  a  favorable  economic  climate  and  a  more  favorable  grower- 
buyer  relationship.   The  AFBF  Legislation  Division  is  continuously 
working  in  support  of  proposed  legislation  which  has  a  bearing  on 
agricultural  marketing. 

The  most  meaningful  problems  we  have  encountered  in  our  six-year 
experience  relate  almost  entirely  to  a  lack  of  understanding  or  a 
lack  of  desire  to  understand  the  objectives  and  the  procedures  of  the 
program. 

The  question  has  been  raised,  "Do  farmers  have  the  stomach  to  pay  the 
price  for  success  in  bargaining?"  This  is  not  easily  answered.   However, 
those  farmers  who  have  been  involved  in  the  Farm  Bureau  bargaining 
programs  for  several  years  have  learned  by  participation  the  benefits 
which  come  from  this  type  of  action.   They  know  they  can  and  must 
continue  to  build  their  organization.   They  also  know  that  alternatives 
are  intolerable. 

The  AAMA  is  an  organizational  structure  which  provides  producers  of 
any  commodity  an  opportunity  to  develop  a  marketing  program  of 
national  scope  which  can  deal  with  major  marketing  problems. 

At  this  stage,  we  cannot  tell  you  how  each  program  will  work.   We 
can  only  say  that  so. far,  our  experience  has  shown  they  do  work. 
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STRENGTHENING  COOPERATIVE  BARGAINING  THROUGH 
IMPROVED  ORGANIZING  METHODS  - 

Ernest  Bedrosian,  President 

Raisin  Bargaining  Association 

Fowler,  Calif. 


I  want  to  state,  right  from  the  start,  that  I  am  by  no  means  an  expert 
in  the  field  of  bargaining  associations  or  the  organizing  of  bargaining 
associations.   But  I  am  more  than  happy  to  share  with  you  our  experience 
and  the  methods  we  used  in  the  successful  formation  of  the  Raisin 
Bargaining  Association  (RBA)o 

Seven  key  points  came  to  mind  as  I  reviewed  our  past  year's  activities 
in  the  formation  of  our  association.   I  have  prepared  by  presentation 
around  these  seven  points  and  in  discussing  each  of  them  I  will  draw 
upon  our  experience  in  getting  the  RBA  underway. 

Take  Advantage  of  the  Opportunity  to  Organize 

A  number  of  us  in  the  raisin  industry  had  been  talking  about  forming  a        « 
bargaining  association,  but  did  not  feel  the  time  was  ripe  for  such  a         | 
move.   Although  growers  were  not  exactly  happy  with  their  field  prices, 
their  relationship  with  their  packers  was  good.   In  addition,  the 
packers  had  considerable  influence  upon  the  minds  of  the  growers  by 
telling  them  such  things  as,  the  market  could  not  stand  an  increase  in        | 
the  price  or  that  he,  as  an  individual  packer,  was  willing  to  pay  a  " 

higher  price  if  the  others  would  do  so» 

Also  in  the  raisin  industry  a  number  of  organizations  have  come  and  gone, 
and  frankly  speaking,  growers  are  reluctant  to  join  the  so-called 
organizations  that  are  to  improve  their  economy. 

So  with  this  background  in  mind,  we  in  the  raisin  industry  had  to  wait 
for  the  opportune  time. 

Last  year  a  vast  number  of  growers  had  been  persuaded  by  many  packers 
to  deliver  their  raisins  under  "open-price  contracts"  on  the  premise  that 
the  field  price  would  be  no  less  than  the  year  before.   However,  on 
October  23,  1966,  a  major  packer  of  our  industry  announced  a  price  of 
$20  a  ton  less  than  we  the  growers  had  received  for  our  raisins  in  the 
three  prior  years  and  set  the  field  price  for  the  industry.   This  in- 
flamed the  growers  because  they  felt  they  had  been  "sold  down  the  river. " 
So,  the  opportunity  had  presented  itself  to  organize  the  raisin  growers 
into  a  bargaining  association. 

Plan  Initial  Organizational  Meeting  of  Growers 

The  first  meeting  of  the  growers  is  a  very  important  meeting  and  should  be 
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well  publicized  and  covered  by  radio,  TV,  and  newspaper.   A  cardinal 
rule  to  keep  in  mind  right  from  the  start  is  to  keep  the  press  well 
informed  and  have  a  good  working  relationship  with  them.   Believe  me, 
they  can  be  very  helpfulo 

The  growers  attending  this  first  meeting,  for  the  most  part,  are 
serious  about  their  problem  and  are  hungry  for  sound  direction  and  a 
solution  to  their  problemo   Therefore,  it  is  important  that  much  thought 
go  into  the  program  and  that  a  definite  outline  of  a  direction  be  laid 
out  before  them  to  gain  their  confidence  and  support. 

In  our  case,  a  few  of  the  key  independent  growers  in  the  industry  got 
together  and  developed  an  outline  of  what  we  felt  should  be  the  basis 
for  our  bargaining  association  and  which  would  gain  the  confidence  of 
the  growers  as  well. 

For  example,  we  proposed  to  the  group  present  at  this  meeting  for  its 
consideration  and  approval  such  points  as  this  --  a  grower  signing  a 
membership  agreement  with  the  association  would  not  be  bound  to  the 
association  until  a  minimum  of  50,000  tons  of  raisins  were  signed  up. 
We  also  proposed  that  membership  fees  would  not  be  charged  until  the 
50,000  ton  goal  was  realized  and  the  association  had  become  operative 
and  was  in  a  position  to  do  the  grower  some  good.   These  two  points  of 
the  basic  outline  were  discussed  and  approved  by  the  growers  present 
at  this  initial  organizational  meeting  and  went  a  long  way  in  obtaining 
for  the  association  the  confidence  of  growers  in  general. 

Each  point  of  the  basic  outline  was  discussed  and  voted  upon  at  this 
initial  meeting  that  was  attended  by  some  300  growers.   In  so  doing, 
these  growers  felt  they  were  an  important  part  of  this  movement.   They 
had  been  given  an  opportunity  to  express  themselves  and  thus  contribute 
to  the  formation  of  the  organizationo   This  is  an  important  psychological 
point  to  keep  in  mind. 

Also  at  this  meeting  the  group  should  elect  a  chairman,  steering  committee, 
and  finance  committee.   It  is  important  that  the  chairman  of  this  movement 
be  a  down-to-earth  grower  of  the  commodity  that  is  to  be  organized  and 
not  a  professional  organizer.   For  some  reason,  growers  are  skeptical 
by  nature  and  do  not  follow  strangers,  but  will  rally  around  one  of 
their  own. 

Counsel  and  Guidance  from  Bargaining  Association  Experts 

Ever  since  the  thought  of  organizing  a  bargaining  association  entered 
into  our  minds,  one  man  and  one  association  have  served  as  the  shining 
example  for  us  to  follow.   Their  success  has  been  a  source  of  encourage- 
ment and  inspiration  for  us  to  organize.   This  man,  of  course,  is 
Ralph  Bunje,  and  the  association  is  the  California  Canning  Peach 
Association. 
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We  would  say  to  ourselves,  if  a  perishable  commodity  such  as  cling 
peaches  can  make  a  bargaining  association  work,  then  there  is  no 
reason  why  a  bargaining  association  for  a  nonperishable  such  as  raisins 
shouldn't  work,  particularly  when  we  are  already  operating  under  a 
Federal  marketing  order  that  removes  the  excess  production  off  the 
market  in  the  form  of  surplus. 

Mr.  Bunje  along  with  Richard  Black  were  very  helpful  to  us,  particularly 
in  giving  us  direction  on  membership  agreements  and  the  contract 
of  sale  to  packers. 

Two  other  men  who  made  the  service  of  their  office  available  to  us  during 
our  formative  stages  were  Frank  Bennett,  Deputy  Director  of  the  State 
Department  of  Agriculture,  and  Harry  Krade ,  Chief  of  the  Bureau  of 
Agricultural  Economics  of  the  State  Department  of  Agriculture.   Mr.  Krade 
spent  many  hours  with  our  steering  committee  in  helping  us  form  our 
bylaws. 

We  are  also  fortunate  in  obtaining  the  services  of  our  attorney,  Loyd 
McCormick,  who  is  well  versed  in  the  legal  matters  pertaining  to  bar- 
gaining associations  and  has  served  as  a  right-hand  man  to  our  asso- 
ciation. 

In  short,  there  are  experts  today  in  this  field  of  bargaining  and  it 
is  wise  to  seek  their  counsel. 

Have  a  Large  Incorporating  Board  of  Directors 

At  first  glance,  one  might  think  this  is  impractical,  because  it  could 
be  hard  to  come  to  proper  decisions  at  board  meetings  or  to  have  the 
necessary  quorum  for  such  meetings.   There  is  some  truth  to  this,  but 
the  advantages  and  benefits  far  outweigh  these  few  minor  drawbacks. 

A  large  incorporating  board  of  directors  properly  distrubuted  through- 
out the  growing  area  of  the  commodity  to  be  organized,  will  provide  a 
broad  base  from  which  the  message  of  the  association  can  be  personally 
relayed  to  a  larger  number  of  growers. 

These  incorporating  directors  should  be  outstanding  growers  in  their 
communities,  and  therefore,  should  be  properly  screened  before  being 
asked  to  serve  as  directors.   During  the  first  year  of  the  organization, 
these  directors  are  the  most  important  men.   For  every  day  or  every 
meeting  they  are  faced  with  new  problems,  and  decisions  relating  to 
these  problems  must  be  made  which  could  make  or  break  the  associationo 

In  our  case,  we  attribute  our  remarkable  success  to  our  large  incor- 
porating board  of  directorSo   We  have  52  board  members  from  21  pro- 
ducing districts.   This  in  effect  is  an  army  of  dedicated  growers 
who  carried  out  our  message  to  their  grower  neighbors.   You  can  easily 
visualize,  if  each  director  convinced  only  10  growers,  our  association 
would  have  over  500  members. 
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Use  An  Effective  Grower  and  Public  Relation  Program 

Of  course,  an  important  and  necessary  part  of  every  movement  is  public 
relations  work  --  that  is  to  get  the  message  out  to  the  people  you 
are  attempting  to  reach  and  in  the  case  of  organizing  a  bargaining 
association  one  would  primarily  be  concerned  with  the  growers  of  a 
given  commodity.   An  effective  grower  relation  program  should  use 
every  means  available  to  publicize  to  the  grower  what  the  project  is 
all  about  and  to  get  him  as  well  acquainted  with  the  pertinent  points 
of  the  organization,  so  that  he  can  intelligently  discuss  them  with 
other  growers. 

An  effective  grower  relations  program  would  use  any  or  all  of  the 
following  media  which  we  found  helpful  to  us  in  the  formation  of  our 
association„ 

1.  The  use  of  special  articles  in  local  and  major  newspapers  in  the 
area  as  well  as  farm  magazines. 

2.  Imaginative  advertising  in  newspapers.   In  our  case,  we  placed 
from  December  1966  to  March  1967,  our  prime  sign-up  period,  ten 
advertisements  in  the  farm  section  of  the  Sunday  issue  of  the 
Fresno  Bee ,  the  major  newspaper  in  the  Valley.   These  explained 
the  need  for  the  association  and  listed  the  names  of  the  board  of 
directors  from  the  various  districts  so  that  the  growers  would 
become  acquainted  with  them.   The  ad  also  kept  the  growers  in- 
formed of  the  progress  of  the  sign-up  tonnage. 

3.  The  use  of  radio  and  TV  in  the  way  of  interviews  and  news  releases. 

4.  The  use  of  printed  brochures  outlining  how  the  association  would 
function.  We  printed  thousands  of  these  and  literally  flooded 
the  raisin  belt  with  them.  In  one  mailing,  just  before  district 
meetings,  we  mailed  out  through  the  rural  route  system  12,000  of 
these  outlines.  This  was  done  because  we  could  not  obtain  a  mailing 
list  of  some  6,000  raisin  growers.  Along  with  these  outlines  we 
printed  and  mailed  the  notice  of  meeting  for  the  various  districts. 

5.  Attempt  to  get  support,  through  public  acknowledgment,  from  the 
farmer  cooperatives  in  the  given  commodity,  important  personalities 
in  the  industry,  farm  organizations.  Congressmen,  Senators,  and 
other  public  officials. 

While  we  are  concerned  with  getting  the  message  out  to  the  growers  and 
impressing  them  with  the  need  for  a  bargaining  association  we  are 
attempting  to  organize,  we  should  not  forget  the  public.   The  economy 
of  the  public  in  the  farming  communities  is  directly  related  to  the 
returns  the  farmer  makes  from  the  sale  of  his  product.   We  know 
this  is  a  fact,  but  many  of  our  friends  in  our  towns  and  cities  do 
not  realize  this  and  look  upon  the  farmer  as  the  big  fat  cat  with  no 
financial  problems « 
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An  effective  way  to  offset  this  thinking  and  to  get  this  message  over 
to  our  city  folks  --  that  their  farmer  neighbors  are  in  trouble  and 
that  their  well  being  is  directly  tied  to  the  profitable  sale  of  our 
product  --  is  to  "picket"  the  independent  packing  plants  during  the 
early  stages  of  organizing.   A  move  such  as  this  will  draw  the 
attention  of  the  public  and  give  organization  an  opportunity  to  develop 
the  support  of  the  public.   But  I  must  warn,  that  the  picketing  must 
be  done  in  a  peaceful,  law  abiding  manner  or  the  organization  will  lose 
what  public  support  it  is  attempting  to  muster. 

Our  bargaining  association  "per  se"  did  not  organize  the  "picket 
demonstrations"  which  took  place  for  six  weeks  during  the  months  of 
November  and  December  1966  in  front  of  various  packing  plants  in  the 
Valley.   The  picketing  activity  was  organized  independent  of  the  bar- 
gaining association,  but  many  of  our  board  members  took  active  part  in 
it. 

Although  the  picketing  efforts  did  not  raise  the  price  for  our  raising 
from  the  $230  per  ton  price  level,  there  were,  I  would  say,  three 
beneficial  effects  gained  from  such  a  move. 

One  was  that  it  gave  the  growers  an  opportunity  to  tell  their  story  to 
their  neighbors  and  business  men  in  the  city.   In  our  case,  this  was 
done  effectively  by  mimeographing  thousands  of  leaflets,  telling  our 
story  in  dollars  and  cents  and  the  effect  it  has  on  their  pocketbook„ 

The  second  benefit  gained  was  that  some  700  independent  raisin  growers 
walked  the  picket  line  and  became  acquainted  with  each  other  and 
became  more  convinced  of  the  need  of  a  bargaining  association. 

And  the  third  benefit  was  that  it  gave  us,  the  organizers  of  the 
bargaining  association,  an  added  argument  whereby,  we  could  tell  the 
independent  grower  that  even  the  pressures  from  picketing  were  ineffective 
in  raising  the  prices  for  our  raisins.   Therefore,  the  only  logical 
way  to  solve  the  price  problem,  for  now  and  in  the  future,  was  through 
the  formation  of  a  "bargaining  pox-Jer  block." 

Set  Up  a  Systematic  Sign-Up  Program 

Regardless  of  the  efforts   one  places  on  development  of  the  mechanics  of 
the  organization  such  as  the  articles  of  incorporation,  bylaws  and 
membership  agreements,  a  systematic  sign-up  campaign  must  be  set  up 
to  go  out  to  the  growers  and  secure  their  name  on  the  dotted  line.   As 
aroused  as  they  can  become,  growers  in  general  are  still  reluctant  to 
come  to  you  and  sign  up. 

In  our  case,  we  found  the  following  procedure  to  be  very  effective: 

1.   As  soon  as  we  had  the  necessary  legal  matters  taken  care  of  and 
had  drawn  and  approved  the  membership  agreements,  we  called  13 
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district  meetings.   Some  2,000  raisin  growers  attended.   At  the 
meetings  we  explained  to  the  growers  what  the  bargaining  asso- 
ciation was  all  about  and  answered  the  questions  that  were  asked. 

Before  the  meeting  started  we  passed  out  to  each  grower  a  packet 
that  contained  the  membership  agreement,  the  RBA  outline,  the 
names  and  addresses  of  the  directors,  a  sweat  box  purchase  form, 
and  a  self-addressed  envelope. 

Also,  during  the  meeting,  we  had  each  grower  write  his  name  and 
address  on  a  pad  for  our  future  reference. 

At  the  conclusion  of  each  district  meeting  there  was  a  sign-up 
period  where  we  would  help  the  grower  sign  up  his  membership 
agreement.   Our  experience  showed  us  that  on  the  average  only  10 
percent  of  those  attending  sign  up.   We  signed  up  a  little  over 
200  growers  representing  some  13,000  tons  of  raisins  during  the 
course  of  these  meetings. 

2.  The  next  step  in  our  sign-up  campaign  was  to  give  the  names  of 
the  growers  attending  these  district  meetings  to  our  directors 
in  those  districts  with  a  mimeographed  chart  on  which  he  could 
keep  a  record  of  those  he  visited  and  comments  by  the  prospective 
member. 

The  directors  in  each  district  along  with  grower-members  served  as 
basic  sign-up  committees. 

3.  Once  every  two  weeks  several  of  the  officers  would  have  a  breakfast 
or  a  luncheon  meeting  in  each  of  the  districts  to  answer  questions 
and  supply  the  directors  and  grower-members  of  the  sign-up  committee 
with  the  material  or  information  they  needed,  and  would  spend  the 
remainder  of  the  day  in  field  signing  up  growers. 

4.  Toward  the  end  of  the  sign-up  period,  we  set  up  contests  with 
first,  second,  and  third  prizes  for  persons  signing  up  the  most 
tons  during  a  given  week.   One  such  contest  resulted  in  over  7,000 
tons  in  one  week.   The  first  prize  was  a  portable  TV  set. 

Through  our  systematic  approach  we  reached  our  goal  of  50,000  tons  of 
raisins  in  two  months  and  five  days,  an  unprecedented  accomplishment 
for  the  raisin  industry. 

Our  sign-up  campaign  continued  until  June  1,  1967.   Then  we  had  signed 
up  1,024  growers,  representing  over  70,000  tons  of  raisins. 

Persevere 

Growers,  I  believe  in  general,  are  a  unique  breed  of  people.   When  it  is 
harvest  time  and  the  prices  for  their  products  are  depressed  and  un- 

117 


profitable,  they  complain  in  every  coffee  shop  in  the  country.   But 
when  spring  rolls  around,  buds  open,  and  shoots  come  out  with  the  new 
forms  of  fruit  on  them,  the  grower  stands  back,  looks  at  his  crop  with 
pride  and  feels  like  a  millionaire  --  having  already  forgotten  the 
price  pain  he  suffered  during  the  previous  harvest  period. 

Therefore,  in  our  organizing  effort  we  used  the  common  saying,  "Hit  the 
iron  while  it's  hot."  To  do  this,  tips  to  keep  in  mine  are  --  to  have 
someone  in  the  organization  serve  as  the  nerve  center,  to  spend  countless 
hours  on  the  telephone,  to  keep  all  the  directors  and  grower-members  on 
the  sign-up  committees  informed  of  the  progress  of  the  sign  up,  and  to 
continually  inspire,  encourage  and  challenge  them  to  stick  with  it, 
until  the  sign  up  goal  has  been  achieved. 

In  conclusion  and  in  summary,  three  points  which  I  believe  stand  out 
more  than  any  other  in  the  successful  organization  of  a  bargaining  asso- 
ciation are:   (1)  gaining  the  confidence  of  the  growers,  (2)  having  a 
large  incorporating  board  of  directors,  and  (3)  perseverance. 

I  hope  these  comments  will  provide  some  direction  as  well  as  food  for 
thought  for  those  in  the  future  who  are  interested  in  organizing  a 
bargaining  associationo 


118 


$ 


HOW  WE  BARGAIN  FOR  BETTER  LIVESTOCK  PRICES.^ 

L.  L.  Colvis,  Executive  Vice  President 
Interstate  Producers  Livestock  Association 
Chicago,  Illo 


Interstate  Producers  Livestock  Association,  Chicago,  111.,  has  attempted 
to  obtain  better  prices  for  growers  by  means  of  supplying  better  quality 
and  services  to  packers  rather  than  using  the  bargaining  tool  per  se^ 
In  supplying  better  quality  and  services  to  packers,  we  have  used  a 
contract  with  producers.   On  the  other  hand,  we  have  not  always  used 
contracts  with  packer  customers.   Interstate  Producers  has  used  some 
contracts  for  nearly  10  years.   Some  of  our  ventures  in  this  area  have 
been  quite  successful;  others  have  not. 

During  the  past  year  out  of  a  total  volume  of  2.5  million  head  of  live- 
stock, about  500,000  head  were  handled  under  contract.   Although  the 
contracted  portion  is  increasing,  we  are  not  ready  to  discontinue  all 
other  forms  of  marketing.   We  feel  that  some  of  these  other  forms  are 
also  quite  successful  and  will  probably  be  utilized  to  a  considerable 
extent  in  the  future.   Our  firm  is  constantly  trying  to  improve  its 
country  markets,  its  services  on  terminal  markets,  and  its  auctions, 
just  as  it  is  trying  to  improve  its  contract  programs„ 

Feeder  Pig  Program 

Our  first  experience  with  contracts  began  in  1958  when  we  started  a 
feeder  pig  program  in  a  few  counties  in  Southern  Illinois.   Our  purpose 
was  to  sign  contracts  with  farmers  in  areas  that  seemed  especially  well 
adapted  for  the  production  of  feeder  pigs.   The  pigs,  we  believed  could 
be  sold  through  our  country  markets  in  better  grain  producing  areas. 
We  noticed  that  there  was  a  growing  demand  for  40-  to  60-pound  pigs, 
because  cost  of  land  and  labor  were  factors  working  against  keeping 
breeding  herds  on  these  more  productive  farms. 

We  had  to  make  a  decision.   Should  we  use  a  watered  down  contract  so 
farmers  would  have  less  fear  of  signing  it,  or  a  firm  contract  that 
could  accomplish  more  if  they  did  sign.   We  chose  the  latter  course. 

We  were  most  conscious,  however,  of  the  fact  that  we  would  have  to  give 
as  well  as  receive  under  the  terms  of  the  contract.   No  one  voluntarily 
signs  a  contract  which  gives  all  the  advantages  to  the  other  party. 
Farmers  certainly  are  no  exception. 

Among  the  things  we  gave  were:   Major  help  in  the  selection  of  superior 
breeding  stock;  financing  of  the  breeding  stock,  if  requested,  with 
repayment  as  the  pigs  were  sold;  assistance  with  management  and  care, 
including  all  phases  of  feeder  pig  production,  with  field  service  to 
back  it  up;  a  chain  of  feeder  pig  concentration  yards  where  pigs  could 
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be  delivered  on  a  certain  day  each  two  weeks;  grading  and  sorting  of  pigs, 
rejecting  those  not  meeting  specifications;  and  finally,  being  respon- 
sible for  marketing  all  the  pigs  which  met  quality  standards,  guaranteeing 
a  minimum  floor  price,  and  guaranteeing  payment  for  all  pigs  sold. 

What  did  we  get  as  an  organization?   The  producer  agreed  to  permit  us 
to  select  the  breeding  stock;  to  follow  our  recommended  practices; 
and  to  give  us  entry  to  his  farm  at  any  time  to  check  and  supervise; 
to  sell  all  qualifying  pigs  through  us;  to  deliver  them  to  the  con- 
centration yard  on  a  day  mutually  agreed  upon;  and  to  pay  a  fixed  service 
charge  per  head. 

This  program  has  been  successful  beyond  our  expectations.   There  have 
been  and  are  problems,  but  they  are  mostly  problems  involving  the 
production  of  feeder  pigs  rather  than  contract  problems.   During  our 
past  fiscal  year  we  produced  and  sold  over  225,000  contract  feeder  pigs. 
More  than  20,000  sows  on  850  farms  are  under  contract.   We  have  at 
present,  six  concentration  yards  in  Illinois,  one  in  Iowa,  and  one  in 
Missouri,  devoted  exclusively  to  feeder  pigs.   Expansion  continues  and 
almost  all  new  signers  are  selected  from  those  who  take  the  initiative 
in  coming  to  us  requesting  a  contract. 

Quality  Hog  Program 

Our  second  contract  venture  was  in  what  we  call  our  quality  hog  program. 
This  was  started  in  1964.   We  were  trying  to  find  a  way  of  more 
accurately  reflecting  the  true  value  of  the  better  market  hogs.   In 
this  program,  it  seemed  necessary  to  have  two  contracts:   One  with  the 
packer  and  one  with  the  farmer  who  could  provide  the  superior  hogs. 
This  was  to  be  a  carcass  program  with  the  price  of  the  hogs  being 
determined  by  weight  and  grade  of  the  carcass. 

The  packer  contract  proved  to  be  the  most  difficult  to  develop,  and 
again  we  expected  to  give  as  well  as  receive.   Among  the  important 
things  we  gave  were  a  commitment  to  deliver  a  definite  number  of  hogs 
to  the  packing  plant  daily;  to  deliver  the  hogs  at  a  specified  time; 
to  deliver  certain  quality  and  weight,  within  rather  narrow  limits; 
and  to  absorb  certain  losses  due  to  condemnations,  bruises,  and  so: 
fortho   We  received  from  the  packer:   A  base  price  for  the  hogs,  plus 
a  premium  predetermined  by  formula,  according  to  carcass  quality; 
equal  bargaining  in  determining  base  price,  formula,  and  other  con- 
ditions of  the  contract;  and  equal  representation  with  the  packer  in 
grading  and  weighing  the  carcasses. 

It  took  many  months  and  considerable  expense  to  work  out  contract 
details  and  develop  a  satisfactory  pricing  formula,  especially  since 
we  wanted  the  base  price  to  be  established  only  weekly  rather  than 
daily.   Our  first  contract  with  a  packer  was  signed  in  June  1966. 
Since  then  a  few  changes  have  been  made  to  correct  for  seasonal 
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fluctuations  and  minor  unforeseen  problems.   The  program  is  -working 
very  well.   The  number  of  hogs  involved  has  been  increased  since  its 
inception,  and  at  present  we  are  committed  to  deliver  735  hogs  per 
day. 

Other  packers  are  now  working  with  us  to  develop  a  contract  that  would 
accomplish  the  same  results,  but  on  a  live  grade  basis  rather  than  a 
carcass  grade.   As  this  is  written,  we  are  delivering  600  hogs  per 
week_to  one  plant,  to  be  used  as  a  pilot  study  for  such  a  program. 

I  have  said  little  thus  far,  about  the  contract  with  farmers  for  this 
quality  hog  program.   We  are  finding  that  the  farmer  needs  to  be  a 
sizeable  producer,  be  located  reasonably  close  to  the  packing  plant, 
and  that  the  packer  needs  to  be  adequately  equipped  with  pen  space 
for  receiving  hogs  for  this  to  work  well. 

Farmers  are  much  interested  in  such  a  program,  and  we  have  signed 
contracts  with  30  who  can  profit  by  going  direct  to  the  plant.   Most 
of  the  hogs,  however,  come  to  our  country  yards,  where  they  are 
assembled  in  full  trailer  loads  to  be  delivered  against  the  commitment. 
In  time,  we  fully  expect  both  farmers  and  packers  to  have  the  necessary 
facilities  and  equipment  so  that  more  can  be  delivered  direct  from  the 
farm.   We  are  fully  convinced  that  a  definite  arrangement  for  represen- 
tation are  important  advantages  and  can  be  produced  by  cooperatives 
through  contracts. 

Other  Programs 

A  contract  program  was  developed  in  1965  for  selling  market  cattle  in 
the  feedlot  and  a  sizeable  number  of  farmers  signed  contracts.   However, 
a  surprising  number  wanted  to  obtain  all  the  information  first,  and  then 
shop  around  on  their  own  to  see  if  they  could  match  the  price  and, 
thereby,  save  the  commission.   The  cost  of  this  program  became  pro- 
hibitive, and  therefore,  was  deactivated.   It  is  hoped  that  we  may  be 
able  to  start  under  way  with  a  similar  but  improved  program,  since  the 
need  is  very  great. 

Our  latest  venture  in  contracts  is  in  the  feeder  calf  program.   Since 
this  venture  is  very  new,  it  is  too  soon  to  assess,  but  farmer  acceptance 
appears  to  be  most  gratifying.   We  believe  that  the  program  will  start 
faster  because  of  the  work  already  done  with  feeder  pigs,  but  to  get  it 
on  a  paying  basis  with  the  cooperative  x^ill  probably  be  slower  because 
cows  do  not  multiply  as  fast  as  pigs. 

Contract  Benefits 

There  may  be  a  tendency  for  most  parties  involved  in  livestock  marketing 
to  oversimplify  the  desired  objective.   The  farmer  will  almost  invariably 
say  that  his  interest  is  in  getting  a  higher  price  for  his  livestock. 
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The  packer  will  say  he  is  trying  to  reduce  procurement  costs.   The 
cooperative  manager  will  say  he  is  trying  to  be  of  greater  service  and 
get  the  farmer  a  better  price. 

All  this  is  no  doubt  basically  true,  but  there  is  considerably  more 
involved  than  just  taking  a  direct  short  route  to  higher  prices,  lower 
costs,  and  greater  service.   If  this  were  all,  the  conflicting  interests 
would  make  it  almost  impossible  to  have  a  contract  between  farmers 
working  through  cooperatives  and  packers. 

There  are,  however,  much  bigger  prizes  to  pick  up  along  the  way  than 
can  be  obtained  solely  by  so-called  bargaining  over  a  few  cents  in 
market  price  at  the  end  of  the  journey.   After  all,  there  is  not  a 
great  deal  of  margin  to  bargain  over  on  a  given  animal  on  a  given  day. 
When  one  considers  that  neither  party  to  a  contract  is  likely  to  be 
consistently  outtraded,  and  that  no  segment  of  the  industry  can  prosper 
very  long  at  the  expense  of  any  other  segment,  we  begin  to  get  this 
bargaining  angle  in  better  perspective. 

Lest  I  be  misunderstood,  let  me  hasten  to  add  that  we  in  Interstate 
Producers  recognize  that  bargaining  for  price  has  a  place  in  marketing, 
and  we  try  to  be  as  adept  at  this  as  anyone.   Our  members  have  a  right 
to  expect  it.   We  should  be  honest  enough,  however,  to  point  out  that 
such  bargaining  is  generally  for  nickels,  dimes  and,  at  most,  quarters. 

Now  let's  take  a  look  at  some  of  the  other  larger  prizes  attainable 
through  contracts.   For  a  beginner,  we  will  go  back  to  our  feeder  pig 
program.   In  1958  when  it  was  first  started  in  Southern  Illinois, 
feeder  pigs  in  the  area  were  just  pigs.   Some  were  reasonably  good. 
Many  were  decidedly  inferior.   They  had  no  distinction  --  no  glamour; 
nothing  going  for  them.   In  fact,  there  were  not  a  great  many  of  them 
either.   All  the  bargaining  in  the  world  could  not  have  increased  the 
price  by  $4  or  $5  a  head  over  the  local  trader's  offer. 

Today  there  are  probably  ten  times  the  number  of  feeder  pigs  being 
raised  in  the  area.   These  pigs  are  knowno   They  are  known  to  be  goodo 
They  are  known  to  be  expensive,  but  they  are  also  known  to  be  dependable 
and  to  be  available  in  desired  numbers.   They  are  bringing  $4  or  $5 
extra  a  head,  and  we  do  not  do  much  bargaining  on  sale  day.   We  set 
the  price  each  Friday  for  the  following  week. 

Benefits  for  Buyers 

How  do  the  buyers,  many  living  hundreds  of  miles  away,  feel  about  the 
price?  Well  most  of  the  buyers  are  regular  repeat  customers.   They 
want  200,  or  maybe  500,  or  maybe  800  head  of  pigs  every  month  or  every 
two  months c   They  want  good  quality.   They  want  them  uniform.   They 
want  them  delivered  on  the  day  agreed  upon.   They  want  a  guarantee 
that  the  pigs  delivered  will  be  alive,  uninjured,  and  healthy.   In 
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short,  they  want  exactly  what  is  required  for  their  feeding  program, 
and  such  packages  are  hard  to  come  by.   Apparently,  they  do  not 
consider  the  cost  too  high. 

Now  a  word  about  a  better  price  for  contract  market  hogs.   Again  I 
agree  that  it  is  the  basic  motive  for  signing  a  contract  in  the  first 
place.   Naturally  there  is  bargaining  over  contract  terms.   The  packer 
representative  looks  after  the  interests  of  the  packer.   We  act  as  the 
farmers'  representative,  and  we  want  the  best  contract  terms  possible, 
because  the  terms  of  the  contract  do  affect  price. 

Here,  too,  I  believe  there  are  richer  prizes  to  be  obtained  if  the 
proper  approach  is  used.   The  real  villain,  in  the  fight  against  a 
fair  price  for  high  quality  hogs,  is  not  the  packer.   It  is  the  low 
quality  hogs,  especially  the  fat  one.   The  fat  hog  comprises  a  larger 
army  than  the  quality  hog.   His  strength  is  in  numbers,  and  he  intimi- 
dates the  packer  into  paying  too  much  for  him  and  in  making  too  little 
effort  to  merchandise  high  quality  pork,  the  price  of  the  good  hog 
suffers  because  of  it.   Generally,  the  packer's  excuse  is  that  the  number 
of  good  hogs  marketed  is  too  small  and  too  unreliable  for  really 
effective  merchandising.   Under  contracts,  good  hogs  can  be  gathered 
up  and  made  available. 

As  farmers  begin  getting  checks  that  reflect  actual  value  of  superior 
hogs,  they  have  an  incentive  for  stepping  up  efforts  to  improve.   How 
much  more  would  hogs  be  worth  if  consumers  had  a  steady  supply  of  the 
kind  of  pork  preferred?   Surely  marketing  should  involve  more  than 
calling  five  different  markets,  and  feeling  elated  because  one  was 
cajoled  into  bidding  10  cents  a  hundredweight  over  the  others.   Yet, 
apparently  some  quite  well-educated  farmers  do  their  marketing  on  this 
basis.   Bargaining  over  pennies  is  no  substitute  for  producing  what 
the  market  wants,  and  then  making  it  available  in  such  a  way  that  its 
value  can  be  more  effectively  utilized.   Each  producer,  working  alone, 
relishing  his  complete  independence  within  the  industry,  will  find 
marketing  progress  to  be  very  slow.   Positive  results  demand  joint 
effort.   That  means  discipline  --  and  contracts. 

Benefits  for  Packers 

How  does  the  packer  benefit?   Talk  to  a  packer  about  his  procurement 
costs.   What  does  it  cost  to  keep  a  crossroads  buying  station  open? 
How  expensive  is  packing  house  help  when  numbers  of  livestock  purchased 
is  too  small  to  keep  the  crew  busy  the  full  guaranteed  work  week?   How 
expensive  is  livestock  brought  in  from  distant  areas  in  order  to  get 
required  numbers?   These  are  items  that  can  be  favorably  influenced  by 
a  contract.   All  are  in  addition  to  any  advantages  of  getting  specified 
quality  on  a  regular  schedule, and  then  selling  high  quality  pork  --  a 
product  that  has  never  been  in  surplus  supply. 
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Why  are  packers  not  more  anxious  to  operate  with  contracts  for  supplies? 
Probably  because  for  too  long  we  marketing  agencies  have  talked  of  bar- 
gaining power  as  though  it  were  limited  to  one  field  --  that  of  trying 
to  get  as  much  as  possible  of  the  packer's  margin.   When  we  succeed 
in  convincing  him,  as  we  will  in  time,  that  we  are  working  for  larger 
stakes,  and  that  he  can  share  in  them,  we  are  going  to  see  a  lot  of 
joint  effort  between  farmers,  cooperative  marketing  agencies,  and 
packers. 

Farmers  Response 

Will  farmers  respond?   To  date,  our  experience  indicates  that  the  answer 
is  an  "iffy"  yes  --  if  we  as  cooperatives  take  the  lead  in  initiating 
programs;  if  such  programs  get  results;  and  if  we  are  willing  to  involve 
ourselves  closely  with  the  farmers'  problem  of  producing  for  market 
long  before  the  actual  market  day  arrives. 

To  use  contracts  successfully  with  farmers,  we  may  need  to  come  to  the 
realization  that  if  we  perform  no  service  until  the  day  the  livestock 
is  ready  to  market,  the  farmer  may  see  little  need  to  sign  a  contract. 
What  we  have  to  offer  at  that  late  date  may  be  enough  to  serve  as  his 
sales  agency,  but  not  on  a  continuing  or  exclusive  basis.   He  wants 
more,  and  personally  I  think  he  wants  to  deal  with  a  cooperative  that 
displays  confidence  and  firmness.   Marketing  contracts  and  "pussy- 
footing" do  not  go  together.   Even  though  cooperatives  have  for  years 
been  the  farmers  best  hope  in  the  marketplace,  we  believe  they  can 
make  faster  progress  with  contracts. 

The  progress  will  come  just  as  fast  as  cooperatives  and  cooperative 
members  recognize  the  full  potential  of  obtaining  better  prices  by 
harvesting  the  entire  crop  of  prize  plums  in  the  production  and  mar- 
keting system„ 

The  men  involved  are  big  enough  and  strong  enough.   I  believe  they  are 
getting  knowledgeable  enough  --  and,  yes,  intrepid  enough  to  do  the  job. 
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AS  SEEN  BY  A  FARM  EDITOR  \y 


Excerpts  from  a  talk  by 
Claude  W.  Gifford,  Economics  Editor 
FARM  JOURNAL 
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Farmer  cooperatives  have  made  tremendous  progress  in  the  last  30 
years,  as  Joseph  G.  Knapp,  Administrator  of  the  Farmer  Cooperative 
Service,  outlines  so  well.   But  the  specific  stages  in  this  progress 
have  been  something  that  even  the  fertile  mind  of  Ed  Babcock  didn't 
forsee  30  years  ago. 

One  of  the  frailities  of  man  is  that  none  of  us  are  endowed  with 
the  capacity  to  forsee  clearly  what  is  going  to  happen  even  in  the 
next  minute  of  our  lives.   The  best  that  we  can  do  is  to  look  at 
the  events  of  the  past,  extend  our  antennae  of  recognition  of  what 
is  going  on  around  us  now,  identify  the  major  forces  that  are 
bearing  on  us,  and  then  point  in  the  general  direction  of  where 
we  think  we  should  go. 

If  we  periodically  stop  to  take  a  hitch,  again  extend  our  antennae 
and  reappraise,  we  may  be  among  those  who  are  so  fortunate  as  to 
feel  their  way  to  some  success. 

But  the  specific  path  that  we  shall  take  at  each  crossroad  of 
decision,  and  what  it  portends  for  us,  will  always  remain  a  mystery 
of  the  future  --  and  this  is  one  thing  that  keeps  man  trying.   For 
if  we  always  knew  how  little  lies  ahead,  we  might  lose  the  spirit 
to  try;  and  if  we  likewise  knew  how  much  lies  ahead,  we  might  not 
be  able  to  summon  the  courage  to  accept  the  coming  responsibility. 

I  start  with  this  simple  philosophy,  because  as  I  observe  the 
continuing  effort  of  farmers  to  achieve  bargaining  power,  it  strikes 
me  that  at  best  we  are  slowly  feeling  our  way  to  success.   There  is 
no  clear-cut  path;  there  are  no  set  rules;  there  are  no  volumes  of 
experience  to  digest;  and  there  are  no  savants  who  can  tell  us  the 
answers. 

The  function  that  I  might  perform  today  is  to  perhaps  help  us  take 
a  hitch.   That  is  the  most  than  I  shall  try. 

The  title  assigned  me  is  "Cooperative  Bargaining  Opportunities  as 
Seen  by  a  Farm  Editor."  When  you  analyze  that  title,  it  promises 
no  more  than  that  I  will  tell  you  what  I  see  --  and  makes  no  claim 
about  the  breadth,  or  depth,  or  wisdom  of  my  vision.   I  am  most  grate- 
ful for  that  modest  demand.   It  is  in  keeping  with  my  qualifications. 
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For  me  to  come  before  you  --  you  who  are  professionals  in  farm  bar- 
gaining --  and  promise  to  do  more,  would  be  akin  to  a  man  coming  in 
off  the  street  to  a  bar  association  meeting  to  talk  about  courtroom 
procedure. 

What  I  will  say,  then,  is  done  merely  from  my  background  as  an 
observer  of  things  agricultural.   I  do  not  promise  to  be  an  authority 
on  any  of  them.   All  I  do  is  report  and  interpret  as  best  I  can. 

So  I  shall  tell  you  what  I  think  I  see  in  cooperative  bargaining 
opportunities  for  farmers.   If  much,  or  all,  of  this  view  is  clouded 
by  the  mist  of  inexperience,  I  hope  that  you  will  excuse  it.   Perhaps 
when  I  have  exposed  my  blind  spots  before  you,  you  will  then  help  me 
clear  my  vision. 

Where  Is  Cooperative  Bargaining  Headed? 

I  see  farmers'  cooperative  bargaining  power  achieving  an  ever-growing, 
more  important  role. 

It  is  picking  up  thrust  from  various  developments: 

1.  The  continued  disparity  between  farm  family  business  income  and 
other  business  incomes  of  comparable  investment  is  pushing  far- 
mers toward  group  bargaining.   Farming,  over-all,  is  making  an 
average  return  of  only  about  6  percent  on  the  farming  investment  - 
with  the  operators'  time  and  management  thrown  in. 

2.  The  mounting  costs  of  the  farm  family  business  are  pushing  far- 
mers toward  exercising  more  control  over  their  business  costs 
and  income.   In  the  last  10  years  farmers'  gross  from  farming 
has  increased  $2.8  billion;  and  farm  production  expenditures 
have  increased  $5.1  billion. 

3.  The  success  that  other  major  parts  of  the  economy  have  made  in 
blunting  the  hard  edge  of  free  competition  leads  farmers  to 
seek  comparable  control,  if  only  in  self-defense.   Businesses 
have  their  protection  in  the  form  of  patents,  franchises, 
tariffs,  licenses,  production  control,  and  sheer  size.   Labor 
operates  in  the  comfortable  warmth  of  favorable  legislation. 

4.  Farmers  are  leaning  more  heavily  toward  group-achieved  bar- 
baining  power  because  of  failures  of  Government  programs  to 
bring  parity  of  income  to  agriculture. 

5.  Farmers  are  becoming  aware  that  they  are  an  ever-decreasing 
minority  of  the  electorate.   They  see  that  they  need  an  en- 
lightened, friendly  legislative  climate  in  which  to  operate  -- 
not  direct  legislative  control  over  their  prices,  their  income, 
and  their  management  maneuverability.   Farmers  are  coming  to 
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view  with  suspicion  direct  legislative  control  where  the  12  to 
1  majority  who  write  the  rules  are  interested  primarily  in  low 
food  costs. 

6.   As  farmers  see  their  market  outlets  concentrated  into  fewer 

hands,  they  see  both  the  need  and  the  opportunity  to  negotiate 
for  better,  more  dependable  market  terms. 

The  economic  climate  for  cooperative  bargaining  has  never  been 
better.   The  groups  represented  here  at  this  conference  are  at  the 
forefront.   The  considerable  achievement  and  pioneering  of  the 
California  bargaining  cooperatives  has  laid  the  groundwork.   The 
Great  Lakes  Cherry  Producers  Marketing  Cooperative  and  others  are 
bright  spots  in  other  areas. 

We  welcome  the  major  effort  that  the  American  Farm  Bureau  Federa- 
tion is  making  in  the  field  of  organized  bargaining  power.   At  the 
recent  AFBF  convention  in  Atlanta,  Georgia. ,  President  Shuman  made 
these  comments  about  the  AFBF-sponsored  American  Agricultural  Mar- 
keting Association,  which  now  has  20  affiliated  State  Farm  Bureau 
marketing  groups: 

'"We  expect  this  to  be  a  major  part  of  the  Farm  Bureau 
program  5,  10,  20,  30,  40  years  from  now.   This  involves 
the  largest  and  most  important  activity  that  the  Farm 
Bureau  has  ever  launched. . .Farm  Bureau's  strength  and 
reputation  are  on  the  line." 

Shuman  and  the  AFBF  have  no  illusions  about  this  being  an  easy  road, 
"It  won't  come  easy,  nor  without  mistakes,  reverses  and  losses," 
said  Shuman.   "Marketing  is  changing.   The  only  worthwhile  research 
is  based  on  the  changing  market;  the  market  of  the  future.   You 
can't  do  market  research  in  a  college  laboratory  or  in  a  college 
library.   You've  got  to  get  out  there  in  the  field. . .None  of  us 
have  any  better  information  or  experience  in  how  to  do  this  than 
you  have.   There  is  no  source.   It  is  uncharted  ground.   The 
opportunities  are  great;  the  challenge  is  great;  the  responsibili- 
ties are  equally  great." 

As  an  example  of  their  activity,  Shuman  reported  that  they  have 
helped  organize  40  percent  of  the  processing  apple  growers  in  1 
year  and  that  they  expect  a  break-through  in  1963. 

What  We  Have  Learned  So  Far 

We  have  come  a  long  way  in  group  bargaining,  and  we  have  learned  a 
good  deal. 
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When  I  was  a  boy  on  the  farm,  I  became  interested  in  keeping  bees. 
After  reading  the  advertisements  in  Farm  Journal,  I  wrote  for  free 
literature  telling  about  the  joys  of  beekeeping  and  the  mysteries 
of  bees.   And  there  was  one  prominent  bit  of  advice  in  this  material 
that  struck  me  then  and  has  struck  with  me  since.   It  simply  said: 
"If  you  want  to  be  a  success  in  beekeeping,  start  where  others  leave 
off." 

This  would  be  mighty  good  advice  for  any  farm  group  that  wants  to 
get  into  cooperative  bargaining:   Study  what  others  have  done.   Look 
at  their  mistakes.   Find  out  what  they  have  learned. 

And  those  who  are  active  in  cooperative  bargaining  have  learned  quite 
a  bit. 

We  have  learned  that  there  is  a  limit  to  what  can  be  achieved  through 
cooperative  bargaining.   We  have  found  that  the  easiest  success  in 
cooperative  bargaining  is  achieved  when  there  are  relatively  few 
growers  producing  a  crop  limited  to  a  small  geographic  area,  and 
for  which  there  are  few  substitutes.   The  job  becomes  increasingly 
difficult  as  you  add  more  growers,  or  more  geography,  or  more  sub- 
stitutes, or  all  three.   There  are  some  commodities  where  other 
market -influencing  methods  show  more  promise,  at  least  for  the 
present. 

If  shrinking  the  over-all  agricultural  plant  is  desirable  to  bring 
better  balance  between  farm  production  and  demand  --  at  a  higher 
price  level  --  then  cooperative  bargaining  is  not  the  way  to  achieve 
it. 

We  have  learned  that  we  can  exercise  intraseasonal  supply  control 
by  determing  what  grades  can  be  sold  season  by  season;  we  also  can 
destroy  some  of  the  crop,  or  exercise  some  control  over  the  amount 
of  acreage  or  commodity  contracted  for  by  processors;  we  can  divert 
some  of  the  supply  into  secondary  uses;  and  we  can  help  farmers' 
market  plans  by  better  supply  forecasts  and  member  education. 

But  if  intraseasonal  supply  control  --or  other  bargaining 
activities  --  create  an  unusually  good  or  stable  market,  then 
other  conditions  arise  to  chop  away  at  the  magnitude  of  the  achieve- 
ment : 

So  many  farmers  may  be  encouraged  to  enter  the  market  with 

so  much  supply  that  the  intraseasonal  supply  control  measures 
break  down. 

Competing  products  both  from  within  agriculture  and  with- 
out --  and  foreign  products  --  can  take  over  a  larger  and 
larger  part  of  your  market. 
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The  higher  prices  may  become  capitalized  into  the  price 

of  the  land  and  into  the  mechanization  complex  that  is  built 
on  the  foundation  of  the  price  level  that  you  have  achieved. 

What  we  arrive  at  is  the  inescapable  conclusion  that  wr-  can  go 
only  so  far  in  escaping  the  economic  forces  of  the  market.   There 
is  a  built-in  limit  on  what  we  can  achieve  by  cooperative  bargain- 
ing power  --  and  the  same  limit  applies  to  what  can  be  done  through 
direct  legislative  control.   (A  further  restriction  on  direct 
legislative  control  is  that  there  is  a  limit  to  the  controls  that 
farmers  will  accept,  and  there  is  a  limit  to  the  money  that  Congress 
will  appropriate  and  the  public  will  support.) 

We  soon  come,  then,  to  operate  in  a  climate  of  understanding. 
Man's  lot,  we  come  to  realize,  is  to  endure  some  degree  of  pain 
in  life.   This  emerges  as  physical  pain  in  the  form  of  thirst, 
hunger,  hurt;  or  the  mental  pain  of  anguish,  sorrow,  frustration, 
or  even  the  learning  process  itself.   There  is  also  the  social  pain 
of  loneliness,  lack  of  recognition,  responsibility  and  adjustment. 
There  is  even  a  moral  pain  of  the  stricken  conscience  and  the  end- 
less pursuit  of  religious  satisfaction.   Then,  finally,  there  is 
the  economic  pain  of  want  and  adjustment. 

Man  has  found  no  sane  way  to  avoid  completely  these  various  pains 
in  life.   And  it  is  probably  just  as  well;  because  it  is  from  pain 
that  man  makes  progress.   A  pursuit  of  the  lesser  pains  paves  the 
road  to  success. 

If  we  approach  cooperative  bargaining  power  with  this  sobering 
realization,  then  we  do  not  overestimate  what  we  can  accomplish, 
nor  do  we  underestimate  the  size  of  the  job  before  us. 

We  have  learned  that  market  power  comes  in  various  shapes  and  sizes. 
Competition  in  agriculture  exists  at  various  levels:   (1)  the  com- 
petition of  one  farmer  against  other  farmers  in  the  market  place; 

(2)  the  competition  of  one  farm  commodity  against  other  commodities 
in  the  market  --  agriculture  does  not  march  forward  in  lock  step; 

(3)  the  competition  of  all  of  agriculture  in  relation  to  non- 
agriculture  in  the  economy;  and  (4)  the  competition  between  the 
farmer,  the  commodity,  and  the  whole  of  agriculture  against  buyers 
in  the  market. 

There  will  be  these  various  kinds  of  competition  as  long  as  one 
farmer 's  products  can  substitute  for  those  of  another  farmer;  as 
long  as  one  farm  commodity  can  substitute  for  agricultural  commodi- 
ties; and  as  long  as  buyers  handle  farm  commodities. 

Just  as  there  are  these  various  kinds  of  competition,  so  are  there 
several  kinds  of  bargaining  power  designed  to  meet  this  competition. 
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It  follows,  then,  that  under  various  conditions  of  competition,  you 
can  influence  your  price,  the  quantities  sold,  and  marketing  condi- 
tions in  many  ways. 

We  can  achieve  some  market  power  through  quality  --  by  earning 
greater  acceptability  for  our  products  and  by  doing  a  better  job 
of  supplying  the  market  with  what  it  wants.   We  can  get  power 
through  greater  knowledge  of  the  marketing  process  itself.   There 
is  power  in  getting  to  the  right  buyers  at  the  right  time.   There 
is  power  in  promoting  your  product.   There  is  power  in  research.   There 
is  power  in  control  over  the  rate  at  which  the  product  reaches  the 
market.   There  is  power  in  diverting  the  product  into  various  uses. 
There  is  power  in  marketing  enough  as  a  group  to  diminish  the  power 
that  other  marketers  have  over  the  market.   There  is  power  in  assembling 
large  quantities  of  supply.   There  is  power  in  providing  some  services 
for  the  processor.   There  is  power  in  producer  education.   There  is 
power  in  developing  a  reputation  for  honesty  and  fair  play.   There  is 
power  in  establishing  a  legislative  climate  that  brings  processors 
to  the  bargaining  conference  and  dissuades  them  from  discriminating 
against  you  because  of  your  efforts  to  achieve  group  strength.   And 
there  is  power  in  controlling  the  supply. 

Power  to  do  what?   Power  to  influence  the  market  price  and/or  mar- 
keting conditions  --  which  is  the  goal  of  group  bargaining. 

I  intentionally  put  supply  control  at  the  end  of  this  sizable  --  and 
still  incomplete  --  list  because  there  is  a  widespread  notion  through- 
out agriculture  that  the  only  way  to  achieve  group  bargaining  market 
power  is  to  control  supply;  and  likewise,  there  is  a  mistaken  notion 
that  unless  you  do  control  supply  you  don't  have  bargaining  power. 
Both  notions  are  wrong,  as  you  have  proven  so  well  in  your  own  bar- 
gaining activities. 

We  have  learned  that  the  labor  union  method  doesn't  work.   Farmers 
cannot  afford  to  withhold  their  product  from  the  market  as  labor 
does  in  a  strike.   A  farmer  is  marketing  more  than  his  labor  --he 
is  marketing  a  product  backed  by  a  sizable  capital  investment.   It 
is  not  at  all  unusual  for  a  farmer  to  have  more  than  $100,000  of 
capital  invested  --  with  the  return  on  that  capital  sometimes 
limited  to  marketing  one  product  over  a  short  period  of  time. 

When  a  farmer  withholds  products  from  the  market,  and  those  products 
spoil  while  he  is  doing  it,  he  has  thrown  away  not  just  his  labor, 
but  a  sizable  capital  cost  as  well.   In  the  meantime,  his  costs  go 
on  --  and  they  are  more  than  the  costs  of  his  living  expenses,  as 
with  labor  during  strikes.   When  a  farmer  is  cut  off  from  income, 
his  living  costs  and  his  business  costs  mount.   Not  many  farmers 
can  endure  this  for  very  long. 
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Further,  farmers  do  not  have  the  supplemental  aids  to  carry  them 
through  a  withholding  action,  such  as  labor  has  to  carry  them  through 
a  strike.   Farmers  cannot  draw  unemployment  compensation,  as  labor 
sometimes  does  during  a  labor  dispute.   Farmers  cannot  take  odd  jobs 
to  earn  spending  money  during  a  withholding,  as  some  workers  can  do 
during  a  strike  (farmers '  farm  work  goes  on  the  same  as  always  during 
a  withholding).   Farm  groups  have  never  had  the  income  necessary  to 
build  up  "war  chests"  as  labor  groups  have  done  in  preparation  for 
strikes. 

When  farmers  withhold  products  from  the  market  for  a  while,  and 
those  products  are  coming  on  the  market  as  soon  as  the  "action"  is 
over  --  they  are  in  a  very  weak  position.   The  supply  merely  in- 
creases --  as  when  hogs  gain  weight  through  a  withholding.   If  the 
market  was  weak  before  because  of  oversupply,  it  is  going  to  be 
even  weaker  when  the  additional  supply  comes  on  the  market  after 
the  withholding  action. 

Labor  unions  strike  with  the  likely  assurance  that  if  a  wage  in- 
crease is  won  it  will  be  permanent.   Farmers  can't  be  assured  that 
an  increase  in  prices  won  by  bargaining  action  is  as  permanent  a 
thing. 

When  unrealistic  labor  demands  force  up  prices  of  the  finished 
product,  making  it  lose  out  in  the  competitive  market  place,  with 
the  result  that  fewer  workers  are  needed,  labor  has  fair  mobility. 
Their  transition  is  aided  by  seniority,  unemployment  compensation,  - 
job  placement,  and  job  training.   Farmers  who  overprice  their 
product,  which  then  loses  out  in  the  competitive  market,  have 
neither  the  mobility  of  resources,  nor  the  transitional  aids  that 
are  enjoyed  by  labor. 

In  short,  in  agriculture  force  is  not  a  substitute  for  reason. 

We  have  learned  to  bring  intelligence,  restraint,  knowledge,  and 
good  judgment  to  the  bargaining  conference.   We  have  learned  as 
Ralph  B.  Bunje,  Manager  of  the  California  Canning  Peach  Association, 
has  put  it  so  well,  that  cooperative  bargaining  is  a  business  tool 
and  not  an  economic  weapon. 

Cooperative  bargaining  must  work  with  the  laws  of  economics 

and  within  the  mechanism  of  the  market  --  not  against  them. 

There  is  no  magic  by  which  we  can  avoid  the  plain,  cold 

economic  facts  of  the  market:   A  product  must  be  wanted  by 
consumers;  it  must  be  competitive  in  price;  it  must  be 
dependable  in  quality;  and  it  must  change  with  the  times. 


132 


The  cooperative  bargaining,  your  greatest  weapon  is 

knowledge  --  concerning  oncoming  supply,  supply  in  the 
pipelines,  competition,  and  demand. 

In  cooperative  bargaining,  your  greatest  assest  is 

dependability.   Today's  wild  charges,  outrageous  demands, 
unrealistic  ultimatums,  and  broken  promises  breed  tomorrow's 
distrust  --  and  harden  the  other  man  at  the  conference  table. 

A  valuable  adjunct  to  a  well-run  cooperative  bargaining 

group  is  that  the  members  really  get  to  understand  the 
market,  its  needs,  the  importance  of  quality,  and  the  danger 
of  overpricing  that  encourages  substitutes  or  loses  customers. 
Members  come  to  appreciate  that  a  product  isn't  sold  until 
the  ultimate  consumer  buys  it  and  that  the  middleman  needs 
to  make  a  profit  or  he  won't  be  selling  your  product  very  long. 

If  the  processor  doesn't  make  money,  you  aren't  on  very  solid  ground. 
Lack  of  profit  in  the  market  channel  inevitably  leads  to  poor  promo- 
tion, lack  of  research  into  new  products  and  new  methods,  and  poor 
salesmanship  and  lack-lustre  merchandising. 

Cooperative  bargaining  associations  have  learned  that  they 

can  strengthen  themselves  by  becoming  "service-minded."  The 
aim  is  to  provide  enough  service  so  that  growers  will  want  to 
belong  and  processors  won't  want  to  function  without  you.   The 
association  can  service  members  with  group  insurance,  improved 
seed  stock,  bookkeeping,  tax  help,  group  supplies,  hauling, 
and  similar  services.   It  can  offer  services  that  are  vital  to 
processors:   quality  control,  field  activity,  member  education, 
guarantee  of  supply. 

Cooperative  bargaining  can  strengthen  the  market  for  its 

product  by  promotion,  partly  from  producer  proceeds  and  partly 
from  processor  contributions.   This  may  not  increase  total 
farm  income  of  all  'of  agriculture  and  it  may  substitute  one 
farm  product  for  another;  but  it  is  sound  for  those  doing  it 
and  is  in  the  best  interests  of  those  producers  who  have  the 
initiative  to  do  such  promotion. 

We  have  learned  that  the  best  price  may  not  necessarily  be 

the  highest  price.   The  best  price  is  one  that  will  move  the 
volume  that  will  bring  farmers  the  greatest  income  over  a 
period  of  several  years. 

We  have  learned  that  group  bargaining  can  achieve  market 

power  for  the  group,  yet  preserve  individual  independence 
and  freedom.  The  right  to  produce  is  still  determined  by 
the  individual  farmer's  ambition  and  management  --  circum- 
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scribed  only  by  his  responsibility  to  meet  the  negotiated 
demands  for  quality  or  other  characteristics. 

We  have  learned  that  cooperative  bargaining  can  use  the 

machinery  of  Government  to  enforce  certain  decisions  arrived 
at  through  a  vote  of  the  producers  involved.   But  we  have 
also  learned  not  to  put  too  much  decision-making  in  the  hands 
of  Government. 

We  have  learned  that  if  responsible  groups  don't  develop 

bargaining  power,  then  irresponsible  groups  will  try  --  giving 
a  bad  name  to  the  more  responsible  efforts. 

The  Legislative  Danger 

Whereas  farmers  will  want  the  Government  to  perform  valuable  services 
in  connection  with  their  bargaining  activities,  they  should  not  let 
the  initiative  pass  from  their  own  hands.  -' 

Farmers  should  be  wary  of  any  effort  --  whether  it  be  by  the  Federal 
or  state  Government  or  by  a  private  group  --  to  take  from  farmers 
themselves  the  right  to  initiate  marketing  order  activity,  elect 
and  maintain  in  office  their  own  commodity  representatives, 
negotiate  terms  of  their  own  making,  and  confirm  or  deny  decisions 
through  their  own  vote.   These  functions  should  take  place  in  an 
atmosphere  of  enlightenment,  through  fair  and  democratic  processes, 
and  in  circumstances  devoid  of  force  and  fear  or  political  inter- 
vention. 

My  acquaintance  with  marketing  orders  has  always  led  me  to  believe 
that  the  commodity  groups  who  have  fostered  them  have  done  so  with 
the  idea  that  the  commodity  would  initiate  the  action;  that  the 
commodity  would  organize  itself;  that  the  commodity  would  call  on 
the  Government  to  act  primarily  as  a  referee  to  protect  the  public 
interest  and  to  furnish  only  those  governmental  powers  asked  for  -- 
such  as  impartial  inspection,  collection  services,  and  court  pro- 
cedure to  carry  out  fines. 

I  have  little  faith  that  very  much  progress  will  be  made  in 
achieving  a  favorable  legislative  climate  for  the  development  of 
group-action  farmer  bargaining  power  except  as  it  is  fashioned 
by  farmers'  own  hands  and  is  petitioned  for  by  farmers'  represen- 
tatives. 

Cooperative  bargaining  doesn't  guarantee  a  living  for  every  farmer, 
or  good  prices  all  the  time  or  for  every  product.   It  doesn't  freeze 
present  farm  sizes,  relationships  between  products,  or  present  prices. 
It  doesn't  stop  economic  adjustment.   It  is  not  Utopia.   But  the  future 
of  this  approach  holds  more  promise  for  farmers,  their  freedom,  their 
rights,  and  their  destiny  than  does  the  alternative  route  of  marching 
deeper  and  deeper  into  the  grasp  of  the  political  quicksand. 
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POTENTIALS  OF  COOPERATIVE  BARGAINING  -  J-^ 

Ewell  P.  Roy,  Professor 
Department  of  Agricultural  Economics  and  Agribusiness 
Louisiana  State  University 
Baton  Rouge,  La. 


Agricultural  bargaining  may  be  defined  broadly  as  "groups  of 
farmers  organized  formally  or  informally  whose  purpose  is  to 
increase  prices  for  what  they  sell;  lower  costs  for  what  they 
buy;  provide  certain  services  at  cost  or  to  generally  improve 
their  terms  of  trade  with  buyers  or  sellers." 

Agricultural  bargaining  power  may  be  achieved  in  several  ways: 

1.  Through  profit-type  businesses  owned  by  farmers  which  not 
only  serve  farmer-stockholders  but  also  trade  with  the  public 
generally. 

2.  Through  "operating"  cooperatives  which  physically  supply, 
handle,  or  market  the  product  or  provide  the  services  as 
the  case  may  be. 

3.  Through  bargaining  associations  which  do  not  physically 
supply,  handle,  or  market  products  or  provide  services. 

It  is  the  third  method  only  which  is  discussed  here. 

We  should  mention  also  that  agricultural  bargaining  power  may  be 
achieved  through  political  power  such  as  being  favored  by  certain 
permissive  legislation. 

Agricultural  bargaining  associations  are  distinguished  from  labor 
unions.   Unions  represent  workers  or  employees,  not  entrepreneurs, 
while  agricultural  bargaining  associations  represent  farmer  entre- 
preneurs.  Even  in  the  case  of  poultry  contract  growers,  they  are 
considered  entrepreneurs  by  virtue  of  their  ownership  of  land, 
buildings,  and  equipment.   Mainly  bona  fide  farm  laborers  and  their 
bargaining  representative  fit  the  labor  union  concept  since  only 
their  labor  is  marketed. 

Why  Bargaining  Associations? 

Why  are  agricultural  bargaining  associations  commanding  inc-reasing 
interest?   There  are  many  reasons.   Some  of  these  are: 

1.   The  slow  but  constant  expansion  of  contract  farming  into  many 
farm  products. 
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2.  The  entrance  of  the  American  Farm  Bureau  Federation  into 
bargaining  activities. 

3.  The  National  Farmers  Organization  experience  in  certain  bar- 
gaining activities. 

4.  The  increasing  market  power  of  some  agricultural  middlemen  and 
food  retailers  based  on  firm  size,  market  coordination,  direct 
buying,  mass  distribution,  further  processing,  product  specifi- 
cations, private  labels,  regularity  and  guarantee  of  supply,  etc. 

5.  Farmer  discontent  with  government -oriented  farm  programs  which, 
they  believe,  tend  to  favor  consumers. 

6.  Accelerated  growth  of  agribusiness  firms  capable  of  developing 
a  policy  of  administered-prices.   Mergers  and  consolidations 
continue  to  fuel  this  capability. 

7.  Growing  complexity  of  the  agricultural  supply  and  marketing 
system.   Farmers  feel  more  helpless  to  cope  with  this  complexity 
as  individuals.   This  is  referred  to  as  the  "cost-price"  squeeze. 

8.  Deterioration  in  the  traditional  free,  open,  auction  market 
types  and  its  replacement  with  contract,  negotiated,  formula- 
type  prices  and  markets. 

9.  Loss  of  farmer  political  power  in  State  legislatures  and  in 
the  Congress. 

10.  The  rather  unfavorable  plight  of  young  farmers  heavily  in  debt 
and  facing  high  land  costs,  machinery  investments,  and  the 
like,  coupled  with  rising  family  demands  on  farm  income. 

Can  Farm  Bargaining  Associations  Help? 

In  light  of  the  conditions  just  outlined,  can  bargaining  associa- 
tions be  of  help?  The  answer  is  a  qualified  "yes"  depending  upon 
the  conditions  surrounding  the  bargaining  attempts. 

Before  bargaining  success  can  be  realized  certain  conditions  must 
be  met  in  whole  or  in  part.   These  are: 

Control  over  volume.   If  control  over  volume  is  small  or  ineffectual 
little  or  no  bargaining  power  exists  and  its  objectives  cannot  be 
realized.   The  exact  percentage  necessary  for  effective  control  is 
indeterminate.   It  has  to  be  experienced  under  practical  conditions. 
We  know  that  volume  control  has  to  be  great  enough  for  the  opposite 
party  to  sustain  economic  discomfort  when  denied  this  volume. 
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Bargaining  recognition.   A  necessary  step  in  achieving  bargaining 
power  is  to  secure  recognition. 

Skilled  negotiators.   As  in  any  business,  skilled  management  is  a 
key  requirement  involving  comprehensive,  in-depth  economic  data 
and  intelligence. 

Restricted  market  entry.   Some  sort  of  restriction  on  market  entry 
is  necessary  to  prevent  imports,  new  producers,  or  new  areas  to 
alter  quantity  supplied.   Marketing  boards  come  in  at  this  time. 

Few  product  substitutes.   The  more  substitutes  a  farm  product  may 
have  or  the  more  different  outlets,  the  less  the  bargaining  power. 

Market  loyalty.   Unless  member  loyalty  is  strong  and  bound  by  con- 
tract, volume  offered  cannot  be  controlled  effectively. 

Alternative  outlets.   Control  over  or  access  to  alternative  outlets 
for  the  product  other  than  the  outlet  under  bargaining  is  necessary. 

Supply-demand  factors.   Products  in  chronic  surplus  or  even  temporary 
surplus  reduce  farmer  bargaining  power. 

Long-term  volume  control.   If  bargaining  should  provide  price  in- 
creases, farmers  who  then  expand  output  negate  the  advantages  won. 
This  implies  total  and  comprehensive  control  over  supply  by  pri- 
vate or  public  methods. 

Funds.   Bargaining  power  must  be  underwritten  with  adequate  funds 
of  a  permanent  character. 

Nonmembers.   Volume  of  nonmembers  must  be  reckoned  with  otherwise 
they  will  undercut  bargaining  efforts  and  reap  benefits  without 
otherwise  contributing  to  the  burden  of  bargaining. 

Upper  limits  to  bargaining  gains.  If  bargaining  advantages  are 
excessive,  buyers  may  resort  to  their  own  company-owned  produc- 
tion; relocate  their  plants;  go  out  of  business;  encourage  syn- 
thetics; or  increase  imports. 

Inefficiency  must  not  be  helped.   Bargaining  power  is  limited  to 
some,  not  all,  producers  since  the  inefficient  cannot  be  main- 
tained without  hurting  the  whole  industry. 

Measuring  benefits  difficult.   Even  under  the  best  of  conditions, 
the  benefits  of  bargaining  cannot  always  be  precisely  measured 
and  defended. 
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Legal  protection.   Bargainiixg  associations  may  need  the  protection 
and  sanction  of  law  to  become  effective. 

Evaluating  The  Success  Of  Bargaining 

Evaluating  bargaining  success  is  not  easy.   For  example,  if  a  bar- 
gaining association  is  successful  in  raising  prices  or  lowering 
costs,  this  higher  price  or  lower  cost  becomes  the  standard  and 
subsequently  no  one  can  tell  for  sure  who  is  responsible  for  this 
success.   In  many  cases,  even  if  prices  are  not  raised  or  costs 
lowered,  the  bargaining  association  might  still  have  been  of  value. 

The  Legal  Status  Of  Agricultural  Bargaining 

This  section  on  bargaining  associations  does  not  imply  a  compre- 
hensive treatment  of  all  its  legal  aspects.   Nor  does  it  signify 
the  author's  endorsement  of  certain  legal  processes  to  enhance 
farmers'  bargaining  associations. 

Capper-Volstead  Act 

We  all  recognize  that  the  Capper-Volstead  Act  does  not  provide  for 
legal  recognition  of  farmer  bargaining  associations  in  collective 
bargaining  as  the  Wagner  Act  does  for  labor  unions.   This  does  not 
mean  that  Capper-Volstead  is  valueless.   It  allows  for  independent 
farmer  entrepreneurs  to  combine  into  joint  marketing  and  selling 
activities  which  otherwise  would  be  illegal  under  antitrust  law. 

Aiken  Bill 

The  Aiken  Bill,  or  Senate  Bill  109,  is  an  expression  of  a  growing 
awareness  that  farmers  may  need  further  protection  in  their  rights 
to  form  bargaining  associations. 

Frequent  charges  have  been  made  by  farmers  and  farmer  organizations 
that  they  have  been  discriminated  against  or  otherwise  unfairly 
treated  because  of  their  efforts  to  organize  or  because  of  their 
membership  in  a  bargaining  group.  .  - 

A  Wagner  Act? 

One  proposal  that  has  been  advanced  is  to  create  a  bill  of  the  Wagner- 
Act-type  for  farmer  bargaining  associations.   Such  as  approach  would 
provide  the  conditions  under  which  mandatory  recognition  of  the 
agricultural  bargaining  association  would  be  facilitated.   Such 
legislation  would  also  provide  for  the  rules  and  regulations  under 
which  bargaining  would  take  place.   This  route  would  mean  adopting 
the  legislative  approach  that  has  worked  so  effectively  for  organized 
labor. 
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Wagner-Act-type  legislation  for  farmers  might  involve  several  new 
rights  such  as: 

1.  Required  recognition  of  the  association  by  the  processor/ 
buyer  where  a  certain  percent  (over  50  percent,  for  example) 
of  his  growers  are  members  of  the  association. 

2.  Require  processors  to  bargain  in  good  faith  (for  example, 
listen  to  proposals  and  make  counter  proposals  in  good  faith) 
when  a  certain  percent  of  their  growers  have  organized. 

3.  Prohibit  discrimination  against  members  of  the  association. 

4.  Require  all  growers  who  sell  to  a  plant  recognizing  an 
association  to  bear  their  rightful  share  of  the  bargaining 
costs . 

5.  Require  growers  to  bargain  in  good  faith. 

6.  Prohibit  grower  discrimination  against  buyers/processors. 

7.  Permit  buyers  to  bargain  collectively  on  an  industrywide  basis. 

The  main  problem  with  a  Wagner  Act  for  agricultural  bargaining 
associations  is  that  it  would  open  the  door  for  unionization  of 
agricultural  laborers  or  workers.   However,  the  latter  may  likely 
come  about  anyway. 

It  is  possible,  however,  that  special  legislation  might  be  enacted 
to  cover  the  bargaining  rights  and  provide  recognition  to  contract 
grower  groups  only. 

Labor  unions  would  not  be  expected  to  share  in  any  bargaining  rights 
for  contract  growers  because  the  Clayton  Act's  antitrust  exemption 
for  labor  unions  restricts  them  to  "employee"  bargaining  only.   Con- 
tract growers,  thus  far,  are  not  considered  as  "employees."   Labor 
unions  can,  however,  represent  agricultural  employees  without  losing 
their  antitrust  exemption  but  agricultural  employees  are  not  now 
covered  by  the  Wagner  Act.   Therefore  a  company  which  recognizes  a 
labor  union  as  a  bargaining  agent  for  farm  employees  does  so  on  its 
own  volition  and  is  not  otherwise  compelled. 

There  is  presently  some  discussion  for  including  the  agricultural 
worker  under  the  Wagner  Act.   The  measure  that  has  been  proposed 
calls  for  the  placing  of  "agricultural  labor"  under  a  section  of 
the  Taft-Hartley  Law  applying  to  construction  workers.   This  move 
would  give  statutory  backing  to  labor  unions  to  organize  farm 
"workers"  who  would  come  under  the  jurisdiction  of  the  National 
Labor  Relations  Board. 
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Marketing  Orders 

Under  milk  marketing  orders  the  price  is  set,  but  the  quantity  of 
milk  is  not  -regulated.   Under  certain  fruit  and  vegetable  marketing 
orders,  the  quality  and  quantity  going  to  market  is  regulated,  but 
the  price  is  not  set.   Marketing  orders  help  bargaining  groups  by 
their  influence  or  moderation  over  supply  entering  the  market,  but 
do  not  control  the  total  supply  itself.   This  would  require  "quota" 
authorization  and  is  not  presently  in  the  Law. 

Some  have  proposed  that  Federal  marketing  order  legislation  be  ex- 
panded to  cover  more  farm  enterprises  and  that  certain  trade  prac- 
tices including  contracting  and  bargaining  conditions  be  included. 

Marketing  Boards 

The  National  Food  Commission  proposed  that  marketing  boards  be 
created  as  a  tool  to  further  farmers'  bargaining  power.   While 
its  position  was  not  made  very  clear,  it  implied  that  marketing 
boards  would,  in  effect,  be  marketing  orders  with  supply  control. 

Of  course,  this  idea  has  never  received  much  endorsement  generally. 
The  turkey  marketing  order  which  was  defeated  a  few  years  ago  was 
a  close  relative  of  a  marketing  board,   Canadians  have  experimented 
with  marketing  boards  much  more  than  we  have  in  the  United  States. 
The  U.  S.  experience  with  supply  (acreage)  control  has  been  con- 
fined to  certain  crops  under  certain  specific  legislation  adminis- 
tered by  the  U.  S.  Department  of  Agriculture  and  approved  by  farmers 
through  national  referenda. 

Marketing  boards  would  provide  monopoly  power  to  certain  farm  pro- 
ducers with  due  license  and  regulation  by  the  Federal  Government. 
It  would  in  effect  add  to  or  substitute  a  regulated  private  monopoly 
for  present  federally  administered  price  support  and  acreage  control 
programs.   Freedom  of  entry  into  farm  production  would  be  restricted; 
fees  would  be  collected  to  cover  the  expense  of  such  boards  but  sup- 
ply of  farm  commodities  could  be  tailored  more  precisely  to  market 
demands . 

Summary 

Many  agricultural  buyers  and  processors  have  had  bargaining  experi- 
ences with  labor  unions.   This  experience  leads  them  to  view  agri- 
cultural bargaining  in  either  one  of  several  ways:   (1)  That  labor 
union  bargaining  has  been  very  harmful  and  should  be  avoided  at  all 
cost;  or  (2)  that  while  labor  union  bargaining  has  not  been  a  bed 
of  roses,  farmer  bargaining  will  probably  develop  anyway,  therefore, 
the  two  types  of  bargaining  will  have  to  be  met  in  the  normal  course 
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of  business;  or  (3)  that  labor  union  bargaining  has  helped  business 
more  than  it  has  hurt,  therefore,  farmer  bargaining  should  do  no 
worse  and  might  result  in  a  more  prosperous  and  stable  agricultural 
economy. 

The  future  of  agricultural  bargaining  is  unclear  at  this  time.   In 
the  speaker's  opinion,  bargaining  is  a  long-term  development  which 
will  grow  slowly.   However,  should  a  major  legislative  breakthrough 
be  achieved  giving  agricultural  bargaining  associations  equivalent 
legal  protection  as  afforded  labor  unions  under  the  Wagner  Act, 
agricultural  bargaining  would  develop  more  rapidly. 
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^         BARGAINING  AS  A  MEANS  OF  IMPROVING  FARM  INCOME  r  ^ 

Don  Paarlberg 
Director  of  Agricultural  Economics 

U.  S.  Department  of  Agriculture    .   .;   .   . 


Let  me  begin  by  saying  a  word  about  farmer  cooperatives  in 
general.   During  the  twenties  there  was  a  strong  cooperative 
movement  and  a  general  belief  that  cooperatives  could  be 
especially  helpful  to  farm  people.   Then  came  a  period  when 
it  became  fashionable  in  some  places  to  say  that  there  was 
nothing  special  about  cooperatives,  that  they  were  just 
another  way  of  doing  business.   Now  there  is  a  revival  of 
interest  in  farmer  cooperatives  and  a  reassertion  of  their 
ability  to  meet  certain  needs  that  farmers  have. 

Farmer  cooperatives  have  shown  their  ability,  with  astute 
leadership,  to  improve  quality,  regulate  the  flow  to  market, 
cut  marketing  costs,  and  introduce  efficiencies.   All  of 
this  we  have  long  known.   But  now,  as  farmers  look  for 
alternatives  to  costly  Government  programs,  there  is  a 
new  look  at  farmer  cooperatives  as  a  means  of  increasing 
farm  bargaining  power. 

These  views  of  cooperatives  and  of  bargaining  power  are 
strongly  held  in  the  Department  of  Agriculture.   To  document 
this  assertion,  I  cite  the  Department's  position  on  S.  2225 
and  H.R.  9950,  the  Agricultural  Marketing  and  Bargaining  Act. 
The  Department's  testimony  on  this  bill  was  given  on  November 
20,  1969,  by  David  Angevine,  former  Administrator  of  the 
Farmer  Cooperative  Service,  USDA. 

I  am  aware  of  the  fact  that  you  have  a  panel  of  very  compe- 
tent people  at  this  conference  who  will  discuss  the  bill  I 
have  cited.   But  perhaps  it  will  be  helpful  to  hear  the 
Department's  position  directly. 

The  purpose  of  S.  2225  and  H.R.  9950,  identical  bills,  is  to 
strengthen  voluntary  agricultural  organizations  and  to  provide 
for  the  orderly  marketing  of  agricultural  products.   The  bill 
makes  it  unlawful  for  a  handler  to  refuse  to  negotiate  prices 
and  other  terms  of  contract  with  agricultural  bargaining 
associations . 

The  Department  of  Agriculture  fully  supports  the  purposes  of 
this  Act.   We  feel  that  the  Congress  should  affirmatively 
establish  the  handlers'  responsibility  to  negotiate  with  far- 
mers' bargaining  cooperatives. 
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We  recommend  certain  amendments  to  the  Act.   One  suggested 
amendment,  and  a  very  reasonable  one,  would  require  that  the 
bargaining  group  must  represent  a  substantial  number  of  pro- 
ducers within  the  area  of  production  before  the  handler  would 
be  required  to  bargain. 

Another  suggested  amendment  would  exempt  a  farmer-owned  processing 
cooperative  --  a  handler  under  the  Act  --  from  any  necessity  to 
negotiate  with  a  bargaining  association  that  represents  farmers 
who  are  not  members  of  the  processing  cooperative.   The  Depart- 
ment is  mindful  of  the  difficulties  that  might  arise  if  a 
farmer-owned  processing  cooperative  were  required  to  negotiate 
with  a  bargaining  association  that  represents  some  or  all  of 
its  own  members.   A  farmer  would,  in  effect,  have  representa- 
tives on  both  sides  of  the  negotiating  table,  his  cooperative 
and  his  bargaining  association,  an  anomalous  situation. 

The  bill  does  not  require  that  the  bargaining  association  and 
the  handler  reach  an  agreement.   But  it  does  require  that  the 
handler  recognize  the  bargaining  association  and  negotiate  in 
good  faith.   This  provision,  won  by  labor  many  years  ago,  should 
be  extended  to  agriculture. 

The  right  of  farm  people  to  organize,  to  be  recognized,  and  to 
negotiate  with  a  handler,  rests,  in  my  judgment,  on  a  funda- 
mental principle  of  equity  --  that  the  bargaining  power  of  the 
two  negotiating  parties  should  be  approximately  equal.   Without 
an  association,  a  farmer  selling  to  a  food  processor  has  almost 
no  bargaining  power.   Reliant  as  he  is  on  his  skills  and  equip- 
ment, and  committed  as  he  is  to  a  particular  cropping  pattern, 
he  is  vitally  dependent  on  getting  a  contract  for  his  tomatoes 
or  his  apples  or  his  grapes. 

But  the  processor,  with  a  large  number  of  suppliers  from  whom 
he  can  buy,  has  very  little  need  to  close  a  contract  with  any 
particular  farmer.   He  can  play  off  one  farmer  against  another, 
A  contract  between  an  individual  farmer  and  a  large  processing 
firm  is  therefore  an  arrangement  between  a  weak  party  and  a 
strong  party,  with  all  the  inequities  latent  therein.   The 
processor  can  hurt  the  individual  farmer  but  the  individual 
farmer  cannot  hurt  the  processor. 

If,  however,  the  farmers  organize  into  an  association,  they 
can  bargain  with  a  food  processor  on  equal  terms.   Each  party 
knows  it  can  be  hurt  by  the  other,  and  from  this  knowledge 
there  should  logically  come  a  desire  to  avoid  giving  offense. 

We  can't  expect  handlers  of  farm  products  to  relinquish, 
willingly,  a  bargaining  power  advantage  they  long  have  enjoyed. 

143 


Few  people  readily  agree  to  a  loss  of  power,  whatever  the  equity 
considerations  may  be. 

Here,  I  wish  to  make  a  major  point,  with  all  the  clarity  possible, 
so  that  I  will  not  be  misunderstood.   Just  as  it  is  offensive 
to  have  market  power  unbalanced  to  the  detriment  of  one  party, 
so  it  is  wrong  to  have  an  imbalance  detrimental  to  the  other. 
The  public  interest  may  be  injured  by  the  concentration  of 
economic  power  in  the  hands  of  either  party.   It  is  for  this 
reason  that  the  law  and  the  courts  prescribe  what  can  and  can- 
not be  done  through  bargaining  associations  and  through  farmer 
cooperatives.   The  speech  on  anti-trust  and  similar  legislation 
by  Everett  Maclntyre  of  the  Federal  Trade  Commission  demands 
your  closest  attention.   As  bargaining  cooperatives  push  into 
new  areas  and  develop  new  techniques  and  organizational  forms, 
they  encounter  new  legal  interpretations .i' 

Most  citizens  of  the  United  States  probably  favor  the  general 
proposition  that  bargaining  power  should  be  approximately  equal 
on  the  two  sides  of  the  negotiating  table.   Groups  of  people 
whose  bargaining  power  is  weak  thus  generally  have  public  opinion 
in  their  favor  --  up  to  a  point. 

Suppose  farmers  were  to  develop  a  really  strong  bargaining 
association,  or  a  series  of  associations.   What  might  they  gain 
in  terms  of  price  and  income?   George  Ladd  says  in  his  book 
that  if  profits  of  all  agricultural  marketing  firms  had  been 
reduced  to  zero  in  1960,  farm  prices  could  have  been  15  to  20  per- 
cent higher.   But  marketing  firms  need  some  return  above  cost  if 
they  are  to  stay  in  business.   If  this  minimum  return  is  computed 
at  the  level  received  during  1935-39  (not  a  particularly  prosperous 
period.')  and  all  the  remaining  profits  were  returned  to  farmers 
in  the  form  of  higher  prices,  farm  prices  in  1960  could  have  been 
some  5  percent  higher.   The  National  Commission  on  Food  Marketing 
reported  that  profits  before  taxes,  as  a  percentage  of  sales, 
were  about  4.7  percent  in  food  manufacturing  and  about  2.3  percent 
in  food  retailing  in  1964. 

Clearly,  middlemen's  profits  in  the  food  business  are  not  large 
enough  to  provide  sensational  gains  in  farm  price  and  farm  income, 
even  if  farmers,  through  their  bargaining  associations  were  to 
siphon  off  all  returns  above  what  is  required  to  continue  the 
service.   True  enough,  if  higher  prices  could  be  extracted  from 
consumers  and  the  resulting  income  captured  by  farmers,  the  gains 
could  be  substantial.   But  the  economic  and  legal  barriers  to 
doing  this  are  substantial. 

If  bargaining  power  is  so  successful  as  to  raise  farm  prices 
sharply  there  will  be  a  tendency  to  increase  output.   The  effort 


1_/  This  article  appears  on  page  53. 
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to  increase  price  would  be  self-defeating  unless  production 
were  limited.   Can  and  will  farmers  impose  strong  production 
restraints  upon  themselves?   There  are  some  farm  groups  that 
have  done  this,  particularly  producers  of  specialty  crops, 
concentrated  in  limited  geographic  areas,  with  a  history  of 
strong  leadership  and  group  action.   For  some  general  crops, 
produced  over  a  wide  area,  supply  control  experiences  of 
farmer  associations  have  generally  been  disappointing. 

And  if  prices  are  increased  by  limiting  supplies,  the  chief 
beneficiaries  might  turn  out  to  be  the  rival  product.   If  tomato 
growers  demand  an  excessive  price,  processors  will  buy  tomato 
paste  from  Portugal,   If  the  orange  juice  people  set  too  high 
a  price,  they  stimulate  use  of  the  synthetic  product.   If  dairy 
people  use  their  market  power  to  get  a  high  price  for  Class  I 
milk,  they  speed  the  sale  of  imitation  milk.   Excessive  demands 
by  organized  producers  of  broilers  or  sweet  corn  can  drive  a 
processor  to  buy  from  unorganized  suppliers. 

If  all  suppliers  are  organized,  excessive  demands  can  drive  a 
processor  to  by-pass  farmers  altogether  and  go  to  a  direct 
operation.   An  excessive  price,  achieved  through  the  strong  use 
of  bargaining  power,  can  alienate  consumers  and  further  deplete 
the  stock  of  goodwill  that  farmers  have  long  had.   Short-run 
gains  can  come  at  the  cost  of  long-run  loss.   Bargaining  power 
is  a  weapon  with  which  an  over-eager  commodity  group  can  commit 
suicide. 

If  this  note  sounds  to  you  a  little  on  the  discouraging  side, 
please  recall  that  I  am  old  enough  to  remember  back  some  45  years 
to  Aaron  Sapiro  and  his  evangelical  message  of  huge  gains  to  be 
achieved  by  farmer  cooperatives.   I  remember  the  disillusionment 
that  followed  in  the  wake  of  his  extravagant  claims. 

The  price  and  income  gains  to  be  achieved  through  bargaining 
cooperatives  are  very  real,  through  they  may  not  be  dramatic. 

And  there  is  another  gain  that  can  be  made  by  farmer  cooperatives, 
which  may  in  the  long  run  prove  to  be  even  more  important.   This 
is  the  preservation  and  strengthening  of  the  farmer  decision 
making. 

What  do  I  mean  by  this?   I  believe  that  the  farmer's  role  as  a 
decision-maker  is  being  challenged  by  recent  managerial  innova- 
tions.  Agriculture  is  going  through  an  organizational  revolu- 
tion.  Agricultural  production  and  marketing  are  being  merged. 
Vertical  integration  is  occurring  for  various  commodities  in 
various  parts  of  the  country. 
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Who  is  to  gain  control  of  these  new  managerial  forms?  Will  it 
be  the  financial  community,  through  its  control  of  capital? 
Will  it  be  the  supplier  of  inputs,  as  in  the  broiler  industry? 
Will  it  be  the  processor,  integrating  back  toward  his  supplies 
and  forward  toward  his  markets?   Will  it  be  the  chain  stores, 
through  captive  sources  of  supply?   If  one  or  another  of  these 
nonfarm  entities  should  gain  control  of  the  decision-making 
function  in  agriculture,  our  farm  people  could  be  reduced  to 
hired  hands  or  piece-workers. 

The  decision-making  role  is  among  the  most  precious  possessions 
of  our  farm  people.   Through  their  cooperatives  they  have  the 
opportunity  to  adapt  themselves  to  modern  managerial  concepts 
and  still  retain  for  themselves  a  very  large  decision-making 
role. 

This,  it  seems  to  me,  along  with  bargaining,  is  the  new  challenge 
that  faces  agricultural  cooperatives.   Cooperatives  can  help  a 
farmer  not  only  to  improve  his  income  but  to  retain  and  enlarge 
his  role  as  a  decision-maker.   Economists  like  myself  are  generally 
inclined  to  explain  behavior  in  terms  of  price  and  income.   But 
I  judge  that  you  are  active  in  cooperative  bargaining  activities 
not  only  through  concern  about  the  farmer's  pocketbook  but  also 
because  of  concern  about  the  farmer  himself,  as  a  free  man, 
exercising  a  proper  role  in  the  use  of  his  resources  and  the 
pricing  of  his  product. 
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Our  publications  have  followed  bargaining  closely,  for  readers  in 
both  the  producer  and  processor  segments  of  agriculture. 

I  won't  try  to  approach  this  subject  as  an  expert  or  economist, 
but  rather  as  an  observer  and  reporter  of  Washington  activities 
as  they  affect  U.S.  agriculture  and  agribusiness. 

Where  the  Action  Is 

Expansion  of  food  aid  programs  and  the  development  of  new  farm 
commodity  legislation  have  been  "where  the  action  is"  in  the 
Congressional  agriculture  committees  so  far  in  the  91st  Congress, 
And  these  two  issues  will  remain  at  center  stage  when  Congress 
resumes  action  a  week  from  today. 

For  co-ops,  one  of  the  major  congressional  battle  was  waged  and 
won  on  removal  of  the  cooperative  tax  provisions  from  the  omnibus 
tax  reform  act,  better  known  to  some  of  you  as  the  octupus  tax 
reform  bill. 

Bargaining  did  come  in  for  some  attention  in  November  and  December, 
A  Senate  Agriculture  subcommittee  held  two  days  of  hearings  on 
Farm  Bureau's  proposal  calling  for  official  recognition  of  bar- 
gaining co-ops,  and  making  it  unlawful  for  processors  to  refuse 
to  negotiate  with  bargaining  groups.   The  bill  would  not  force  a 
final  settlement.   Senator  Jordan's  subcommittee  must  decide  what 
to  do  with  this  one  after  Congress  returns. 

Senator  Mondale  introduced  a  much  stiffer  bargaining  bill  last 
January.   It  would  have  set  up  a  national  agricultural  relations 
panel  to  mediate  differences  between  processors  and  bargaining 
cooperatives  and  would  provide  for  referendums  and  extension  of 
the  marketing  order  concept.   Senator  Mondale 's  bill  has  been 
wallowing  in  inattention  and  was  not  even  mentioned  during  the 
Senate  bargaining  hearings  a  month  ago. 

Sixteen  Pacific  Coast  bargaining  associations  are  busily  lining 
up  sponsors  for  a  bill  written  by  the  California  Canning  Peach 
Association  of  San  Francisco.   This  requires  "good  faith"  bar- 
gaining, and  a  three-man  arbitration  board  appointed  by  the 
President  to  referee  differences  between  growers  and  processors. 
Bargaining  associations  would  have  to  be  accredited  by  this 
board.   This  would  keep  the  riff-raff  out,  apparently.   Complaints 
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would  be  funneled  to  the  board  for  possible  hearings,  and  the 
board  would  have  authority  to  assess  damages.   At  least  one 
senator,  Packwood  of  Oregon,  has  bucked  the  bill  on  to  the  Senate 
Agriculture  Committee  for  review. 

Bargaining  Bills  Not  Just  Fad 

I  don't  want  to  bore  you  with  a  recital  of  the  bargaining  bills 
pending  in  Congress,   However,  I  think  the  point  should  be  made 
that,  whereas  the  sixties  will  be  remembered  as  years  of  tooling 
up  of  bargaining  associations,  and  a  proliferation  of  bargain- 
ing co-ops  and  their  members,  the  seventies  will  be  a  period 
when  a  great  amount  of  bargaining  legislation  will  be  proposed, 
and  some  will  be  passed. 

Bargaining  bills  and  demands  aren't  just  a  fad  for  a  few  years. 
They'll  continue  and  grow  in  intensity.   Passage  of  S.  109,  the 
Agricultural  Fair  Practices  Act,  was  the  first  step  in  the  new 
series. 

Now  being  drafted  are  bills  providing  that  processors,  through 
negotiations,  would  have  to  state  their  buying  price,  or  a 
formula  for  determining  this  price,  at  or  before  time  of  delivery. 

Another  bill  in  the  pipeline  will  require  buyers  of  farm  commodi- 
ties to  deduct  marketing  association  dues  from  growers '  checks 
and  then  pay  the  dues  collected  to  the  -oiarketing  associations. 

During  the  seventies,  there  will  be  a  continued  trend  of  mergers 
of  State  and  regional  bargaining  co-ops  into  super  bargaining 
alliances,  such  as  Far-Mar-Co,  Hutchinson,  Kan.,  and  United  Egg 
Producers,  Atlanta,  Ga.,  the  latter  an  amalgamation  of  six 
regional  egg  co-ops. 

Mergers  will  also  cut  across  commodity  lines.   Witness  the  pro- 
posed marriage,  probably  still  two  years  away,  of  the  California 
canning  peach,  pear,  freesuone  peach  and  tomato  grower  groups. 
They  deal  basically  with  the  same  processors  aiid  could  be  expected 
to  have  more  bargaining  clout  if  they  could  walk  in  th?  door 
representing  a  whole  fistful  of  commoditi.es. 

Farm  Bureau's  AAMA  is  already  marketing  31  commodities  in  39 
states,  and  there  are  other  multi-commodity  bargaining  groups. 

National  Farmers  Organization  says  its  been  successful  in  the 
past  year  for  its  potato  and  livestock  bargaining,  and  told  the 
House  Agricultural  committee  it  had  upped  sorghum  prices  30  cents 
cwt.  in  the  Texas  High  Plains.   Now  it's  zeroing  in  on  broilers. 
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There's  going  to  be  a  big  "shake-out"  period  for  bargaining 
co-ops  during  the  early  seventies.   Those  that  survive  will 
have  to  be  in  the  economic  mainstream,  appealing  to  benefits 
the  processor  can  receive  by  contract  marketing  with  them  rather 
than  doing  strictly  commodity  price  bargaining.   The  cling  peach 
group  is  a  good  example  of  what  can  be  done  in  this  area. 

The  editor  of  one  of  our  West  Coast  fruit  and  vegetable  publica- 
tions reminded  me  last  week  that  Ralph  Bunje's  group  (California 
Canning  Peach  Association  of  San  Francisco)  does  an  annual  pro- 
duction and  marketing  outlook  which  is  extremely  thorough.   His 
organization  is  tuned  into  the  market.   Ralph  Bunje  made  this 
point  at  last  year's  bargaining  conference,  and  I  quote: 

"Many  of  us  who  have  been  involved  with  cooperative  bargaining 
have  learned  that  orientation  toward  the  marketing  factors 
surrounding  our  commodity  is  essential.   It  is  nearly  impossible 
to  set  aside  or  not  to  take  into  account  the  interactions  of 
the  marketing  system.   This  fact  in  itself,  has  in  many  cases 
proved  to  be  a  constructive  influence  in  bringing  about  prices 
and  terms  of  trade  that  are  advantageous  to  growers." 

Bargaining  Power  Plus  Discretion 

Bargaining  power,  if  achieved,  must  be  used  with  discretion. 
The  co-ops  that  are  successful  in  helping  their  members  will 
look  for  and  fulfill  needs.  They'll  have  strong-management. 
They  won't  suffer  from  economic  inertia. 

The  point  is  well  made  that  just  as  the  feed  man,  for  example, 
must  look  upon  himself  as  being  part  of  the  whole  feed/feeding/ 
food  economy,  bargaining  groups  must  have  the  economic  astute- 
ness to  look  at  their  role  in  the  entire  agricultural  and  food 
marketing  system. 

The  organizational  phase  of  the  sixties  ended  with  all  the  major 
farm  organizations  embracing  bargaining  in  some  form.   Bargain- 
ing is  gaining  importance  in  the  dairy  industry  as  producers  in 
several  hundred  marketing  co-ops  seek  and  get  premiums  over  the 
Federal  order  prices  through  bargaining.   There  are  another  40 
fruit  and  vegetable  bargaining  co-ops,  some  of  which  had  difficult 
times  this  past  year. 

Bargaining  co-ops  have  been  most  successful  in  areas  of  great 
concentrations  of  growers  of  one  crop  and  where  there  is  limited 
competition  among  processors.   In  1969,  there  were  more  than 
300  agricultural  bargaining  cooperatives,  serving  over  200,000 
members  and  marketing  more  than  $2  billion  in  farm  products. 
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There's  been  a  lot  of  talk  around  the  periphery  of  bargaining. 
I  don't  intend  to  offer  another  bromide,  nor  do  you  need  or  want 
one , 

Plain  talk  about  bargaining  power  is  something  whose  "time  has 
come."   As  you  know,  bargaining  is  not  a  panacea.   It  is  not  an 
economic  tool  to  corner  supplies  and  beat  processors  to  their 
knees  until  they  somehow  cough  up  higher  prices. 

People  often  get  too  tied  up  with  boosting  prices  when  they  discuss 
bargaining.   Their  prime  concern  should  be  increasing  net  farm 
income . 

There's  a  danger  here.   We  must  not  get  to  the  point  where  we 
favor  high  domestic  prices  to  the  exclusion  of  our  export  markets. 
Without  exports,  every  fourth  acre  of  cropland  farmers  harvest 
would  lack  market  outlets.   Our  agricultural  plant  is  too  large, 
too  important  to  talk  about  isolating  domestic  prices  from  export 
prices  and  erecting  an  umbrella  for  unneeded  production  around 
the  world. 

Price  Not  Whole  Ball  Game 

What  I'm  saying  is:   Price  isn't  the  whole  ball  game.   Let's  not 
get  hung  up  on  the  size  of  the  negotiating  table.   The  goal  of 
bargaining  should  be  improvement  of  net  farm  income. 

Here's  an  example  of  what  I'm  talking  about: 

Soybean  producers  stand  to  receive  $200  million  more  from  their 
1969-70  marketings  than  they  did  in  1968-69,  even  though  the 
price  received  per  bushel  will  be  an  estimated  $2.37  compared  to 
$2.42  for  the  past  marketing  year. 

The  difference  can  be  explained  by  the  fact  they  are  now  able 
to  move  their  production  at  a  brisk  pace  on  both  export  and  home 
markets,  rather  than  piling  it  up  in  storage.   They're  producing 
for  a  market;  fighting  trade  protectionalism,  and  merchandising 
a  product  that  is  available,  of  high  quality  and  competitive  in 
price. 

In  the  broad  field  of  marketing,  co-ops  have  some  unusually  fine 
opportunities,  with  or  without  going  into  processing  themselves. 
Many  co-ops  may  find  their  best  opportunities  for  helping  their 
members  lie  in  farm  supplies  or  processing  rather  than  solely  in 
bargaining.   Disregarding  politics  and  sociology,  the  best  way  for 
cooperatives  to  make  money  for  their  members  is  to  meet  needs,  and 
the  needs  to  be  met  may  be  in  contract  marketing. 


150 


Commodities  aren't  going  to  be  automatically  purchased  in  the 
future.   Meat  packers,  for  example,  will  be  bargaining  for  slaughter 
hogs  of  a  certain  quality,  leanness,  breed,  weight,  and  time  of 
delivery.   Feed  companies,  including  co-ops,  will  be  getting  more 
involved  in  this  type  of  contract  marketing  in  the  seventies. 

If  bargaining  is  to  work,  it  must  be  acceptable  not  only  to  far- 
mers but  it  must  also  provide  some  differential  advantages  to  the 
processor-customer  as  well.   Buyers  who  are  in  need  of  volume 
uniformity,  quality,  continuous  supply,  and  definite  delivery 
dates  will  pay  for  what  is  needed  and  farmers  will  be  compensated 
for  helping  the  buyer  meet  his  requirements. 

Producers  and  their  co-ops  have  the  opportunity  to  profit  from  the 
growth  of  population  and  incomes  here  and  around  the  world.   But  it 
is  an  opportunity,  no  guarantee. 

I  think  the  feeling  of  the  Nixon  Administration  farm  team  on  this 
subject  of  hiking  net  farm  income  was  well  put  by  Assistant  Secretary 
of  Agriculture  Clarence  D,  Palmby  recently.   He  said: 

"The  opportunity  is  here  to  develop  a  world  agricultural 
economy  based  on  economic  comparative  advantage.   This 
would  imply  less  government  interference  in  trade  and  in 
pricing.   It  would  mean  a  truly  international  trading 
economy  that  could  do  a  great  deal  for  the  growth  of  national 
economics  around  the  world." 

Mr.  Palmby  went  on  to  stress  that  the  Nixon  team  is  "dedicated  to 
a  freer  trade  concept  --  based  on  economic  comparative  advantage." 

Thus  far,  farm  bargaining  has  scored  primarily  in  dairy,  fruits, 
and  processing  vegetables.  Many  believe  there  are  specification 
contract  marketing  opportunities  in  poultry  and  livestock. 

Contract  Marketing  to  Increase 

There  will  be  an  increase  in  contract  marketing  and  the  gainers 
will  be  those  producers  who  can  meet  the  requirements  that  will 
assist  the  trade  in  meeting  discriminating  demands  of  consumers. 

It's  difficult  to  gauge  just  how  effective  bargaining  has  been 
in  price  improvement  for  specific  commodities,  largely  because 
of  conflicting  reports  from  bargaining  and  processor  sources,  but 
my  assessment  is  that  bargaining  co-ops  so  far  have  probably 
accomplished  more  in  tidying  up  business  practices  and  non-price 
contract  terms  than  in  shoring  up  prices. 
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When  processors  contend  bargaining  groups  have  been  unsuccessful, 
they  often  mean  the  co-ops  have  not  substantially  boosted  sales 
prices  to  them. 

When  the  bargaining  groups  point  to  their  successes  they  are  usually 
referring  to  better  contracts,  delivery  dates,  and  other  non-price 
features. 

Farmer  Cooperative  Service's  upcoming  survey  of  bargaining  co-ops 
may  provide  some  useful  information.   Not  much  is  now  available  on 
bargaining  results  at  the  department.   There  is  a  growing  demand 
for  USDA  to  report  the  results  of  contract  bargaining  terms,  much 
as  AAMA  does.   This  may  come  in  time. 

AAMA '  s  Dr.  Hood  predicts  that  in  another  10  years  50  percent  of  U.S. 
farm  production  will  be  geared  to  marketing  contracts  and  in  15-20 
years  more  than  75  percent  of  production  and  marketing  will  be  governed 
by  contracts,  formal  and  informal. 

Dr.  Hood  has  also  pointed  out  that  a  bargaining  association  can  do 
only  three  things: 

1.  Get  full  market  value,  based  on  market  conditions. 

2.  Earn  more  by  supplying  products  and  services  that  are  worth  more 
to  the  buyer. 

3.  Perform  special  services  for  members  of  the  bargaining  associa- 
tion which  are  not  available  to  non -members. 

For  The  Future 

For  the  foreseeable  future,  bargaining  associations  should  not 
depend  on  Federal  Government  legislation  for  compulsory  processor- 
co-op  negotiations  or  contract  settlements.   Your  progress  will  have 
to  be  gained  mostly  on  strictly  economic  advantages  that  can  be 
shown  to  members  and  your  processor  customers,  probably  through 
contract  specification  marketing. 

A  big  job  of  education  lies  ahead.   One  of  the  big  problems  is  lack 
of  interest.   Fewer  than  50  members  of  the  House  of  Representatives 
are  from  districts  where  farming  is  really  important.   Not  more  than 
10  States  are  really  farm  States. 

The  Administration  is  cool  to  compulsory  bargaining.   USDA  and  the 
other  agencies  are  preoccupied  with  beating  back  inflation.   No 
administration  wants  food  costs  to  run  higher  than  18  to  20  percent 
of  disposable  income,  especially  when  it  is  now  contracting  for  a 
$2  to  $3  billion  a  year  food  stamp  and  commodity  distribution  package. 
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The  agricultural  committees  have  been  forced  to  hold  food  stamp 
programs  hostage  to  muster  urban  votes  for  farm  commodity  programs. 
There  is  not  a  similar  trading  stock  available  to  get  urban  votes 
for  compulsory  farm  bargaining  at  this  time. 

Washington  is  not  about  to  arm  farmers  with  bargaining  weapons  such 
as  labor  has.   It  now  wishes  labor  had  fewer.   What's  more,  the 
labor  unions  that  joined  in  the  fight  for  the  final  version  of  S,  109 
turn  frigid  when  farm  bargaining  is  mentioned,  pointing  out  that  some 
of  the  organizations  that  are  pushing  farm  bargaining  rights  are 
fighting  just  as  hard  to  beat  compulsory  farm  labor  unionization. 

I  feel  Secretary  Hardin  doesn't  want  to  get  boxed  in  by  compulsory 
bargaining.   Although  he  does  favor  stronger  bargaining  associations 
and  supported  "purposes"  of  Senate  Bill  2225,  I  don't  feel  he  favors 
compulsory  bargaining  settlements. 

Contract  marketing  will  no  doubt  grow  in  the  seventies,  but  probably 
without  help  from  Washington. 

The  use  of  group  action  programs  to  improve  nonprice  terms  of  sale 
will  be  an  area  where  bargaining  co-ops  will  show  strength. 

Widely  dispersed  production,  idealogical  differences  and  large 
numbers  of  firms  raise  serious  doubts  as  to  whether  sectors  such 
as  feed  grains,  wheat  and  some  segments  of  the  livestock  industry 
can  achieve  much  through  bargaining.   The  gains  may  be  principally 
in  those  crops  where  growers  are  clustered  in  heavy  production 
areas,  where  there  is  a  limited  competition  in  heavy  production 
areas,  and  where  there  is  limited  competition  among  processors. 
What  is  feasible  in  one  market  is  not  necessarily  feasible  in 
another. 

Merely  organizing  and  confronting  buyers  with  demands  for  higher 
prices  is  not  going  to  be  successful.   Bargainers,  like  processors, 
must  have  market  savvy.   The  old  adage  that  the  consumer  is  king 
has  more  relevance  than  ever  before.   Price  boosts  for  me  commodity 
may  invite  development  and  purchase  of  substitute  commodities. 

Close  Coordination  —  A  Goal 

The  goal  should  be  closer  coordination  of  production  and  marketing 
rather  than  simply  higher  prices.   In  fact,  higher  production  prices 
may  not  be  a  solution  to  net  farm  income  problems. 

Kenneth  Farrell  formerly  of  the  Economic  Research  Service  at  USDA 
and  now  at  the  University  of  California,  Berkeley,  points  out  that, 
"Probably  the  prime  requirement  for  any  successful  venture  in  mar- 
ket power,  be  it  by  either  an  individual  producer  or  an  organized 
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group,  is  the  requirement  of  being  well-informed  relative  to  the 
economics  of  his  industry  and  the  feasible  gains  which  might 
reasonably  be  expected." 

Forward  contracting,  coordinated  marketing  efforts,  better  scheduling 
of  production,  and  delivery  of  raw  products  might  be  developed  to  the 
benefit  of  both  producers  and  marketing  firms. 

Mergers  of  bargaining  groups  will  continue  and  the  super  bargainers 
will  be  attuned  to  the  market  and  to  the  goods  and  services  they 
can  provide  to  their  customers.   The  bargaining  co-ops  with  the 
"take  it  or  leave  it"  attitude  will  be  leaving  it. 

There  will  be  more  contracts  calling  for  tight  specifications  on 
volume,  grade,  uniformity,  variety,  time  of  delivery,  and  other 
requirements  that  will  assist  the  trade  in  meeting  discriminating 
demands  of  consumers , 

The  bargaining  co-ops  who  will  be  serving  farmers  best  will  be 
those  who  keep  their  eye  on  filling  needs,  increasing  net  farm 
income,  not  strictly  prices.   Bargaining  must  find  a  place  in  a 
world  agricultural  economy  becoming  more  concentrated  on  economic 
competitive  advantage. 
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